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Distinguishing between
Betterment and Expense Items
The accounting departments of industrial organiza
tions do not have at their disposal facilities or informa
tion with which to analyze betterment, reconstruction,
and maintenance expenditures on plant properties or
to properly allocate these charges to capital, debits to
depreciation reserve, and expense charges.

In addition, even in obvious cases of betterments, the
common policy of “charging it to expense” will keep
from the plant account items that, from certain points
of view at least, should be properly entered in it.
The auditing of a plant account, like every other ac
count, requires a check against the original evidence.
American Appraisal Service furnishes the required
facts from the properties themselves.

For cost accounting purposes, this service is especially
valuable because it furnishes the allocation of the
property charges to the production units for which
costs are compiled.
With continuous American Appraisal Service the ac
counting organization is always in a position to audit
the plant account and obtain from it any classified
information that the purposes of the audit may
require.
THE AMERICAN APPRAISAL COMPANY — MILWAUKEE
Atlanta, Baltimore, Boston, Buffalo, Chicago, Cincinnati, Cleveland, Detroit, Indianapolis, Los Angeles,
Milwaukee, Minneapolis, New Orleans, New York, Philadelphia, Pittsburgh, San Francisco, St. Louis,
Seattle, Syracuse, Washington. The Canadian Appraisal Company, Ltd., Montreal, Toronto
INVESTIGATIONS

A
V LUATIONS,
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PUBLIC UTILITIES.

NATURAL RESOURCES

An American Appraisal
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When the Accountant
Deals with Estates
AS a practicing accountant you

may be called upon
at any time to prepare a system of accounting
for the settlement of a large estate. You may be
asked to prepare the formal accounting that is required
of those administering a trust.

To carry out commissions of this kind, you must
know well, not only the special forms of accounts used,
but the requirements of the law and the duties of
executors, administrators, and trustees. You can
get this information from the practical desk guide —

Wills, Estates, and Trusts
A Manual of Law, Procedure, and Accounting
for Executives, Administrators, and Trustees
Three High Authorities
N one volume it brings together the advice and experience of
a lawyer, a banker, and an accountant, each thoroughly
Simplify Every Aspect
practiced in estate settlement. It thus enables you to under This work unites the view
stand from these three angles every aspect of your problem.
points and experience of experts
three aspects of estate work:
The volume explains fully approved methods of accounting in
Thomas Conyngton, of the
which are adapted to the requirements of the statutes and courts New York Bar; II. C. Knapp,
of probate. It clarifies the details of law and taxation which formerly of the Trust Division,
are so numerous and so important in the handling of property. Irving Bank-Columbia Trust
and P. W. Pinkerton,
It assembles the necessary information, organizes it for practical Co.;
C.P.A. (Ind.), of Sunley &
use, and presents it in a clear and simple manner.
Pinkerton, Chicago.

I

Includes Practical Forms
The authors present a full series of forms which will be of
specific service to every accountant doing estate work. These
include a will and its analysis, synoptics for accounts of ad
ministrator and trustee, the trust ledger, schedules for trust
accounting, realization account, and many others.

“A wonderfully useful book.” —
F. D. Tucker, Attorney-at-Law and
Public Accountant, Philadelphia, Pa.
“The accounting is treated in
detail and the accounting forms are
set up in simple fashion.” — Elmer
L. Mack, Sec., Weston, Dodson &
Co., Inc., Bethlehem, Pa.

Cloth. 829 Pages. $6.00

Use This Order Form

Send for This Handbook

The Ronald Press Company
20 Vesey Street, New York, N. Y.
Send me, postpaid, on approval, Wills, Estates, and
Trusts. Within five days after receipt I will either remit
$6.00, the price in full, or return the book.

This is just the convenient, authoritative handbook
which every accountant who deals, or is likely to deal,
with estates will want to have. Why not have a copy
sent you for examination? We will mail it, postpaid,
on receipt of the order form at right. Within five days
after getting the book you may either return it or remit
the price — $6.00.

Name............................................................. .................................
Business Address..........................................................................

City.........

...........State........................ (825)

Firm.........

........... Position.

Signature.

The Ronald Press Company
Publishers - 20 Vesey Street, New York, N. Y.
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Ready December 31st—Ninth Annual Edition of
Montgomery’s

Income Tax Procedure—1925
AX returns for the year just closing must be prepared under
a new law, the Revenue Act of 1924. As compared with
the 1921 law which it replaces, the new one embodies nearly 500
points of difference, including many of major importance.
Practice under its provisions is still to be established. There
are going to be scores of questions for which those preparing
returns must themselves decide on an interpretation.

T

Gives Reliable Counsel on Doubtful Points
In view of these conditions, accountants will find of unusual value the 1925
manual by Robert H. Montgomery, C. P. A., and member of the firm of
Lybrand, Ross Bros. & Montgomery. It offers definite and reliable counsel
covering points on which no rulings have been issued or which are open to more
than one interpretation. It anticipates the problems you are likely to meet,
and brings out clearly questions that might be overlooked.

Explains All Changes in Procedure
Mr. Montgomery gives the 1924 law with its regulations, and points out ex
actly where practice under it differs from that under the 1921 and prior laws.
For each item, he includes both the old rulings and court decisions that still apply
in principle and new ones so far issued under the present act. This material he
amplifies and interprets, adding in each case his personal suggestions and
criticisms.

Endorsements from Users

Shows How to File Claims and Appeals
Of especial concern to accountants whose companies or whose clients have
unsettled cases will be the detailed procedure given for bringing these
matters before the new Board of Tax Appeals. Protective action is sug
gested for all those who stand to benefit if pending cases which affect 1919
and prior years should be decided in favor of taxpayers.

Covers Both Law and Accounting
In this standard manual, Mr. Mont
gomery analyzes the legal difficulties you
will encounter and explains how to set up
your accounts to secure correct values —
an essential service. In the way of personal
counsel and opinion, he gives you vastly

more than you could get from any mere
digest, however complete. This material
is all contained in one 2100-page volume,
organized and indexed on a plan which
makes it easy for you to turn direct to the
exact answer to any question.

Order Before December 31st to Secure
the Special Pre - Publication Price
Owing to the continuous growth in the size of the manual, the
price of the 1925 edition must be increased to $12.00. This will go
into effect with the publication of the book December 31st.
However, those who order in advance of that time can still secure
the volume at the former price of $10.00 provided they accompany
their orders with cash or check in full for this amount. Orders
received after December 31st will be entered at the regular price of
$12.00.
Such cash orders, of course, will also be the first ones to be filled
when the manual is released. Please note that this offer will close
promptly. Mail the order form now.

2100 Pages

Peter & Moss, Certified Public
Accountants, Dallas, Tex.: “It is
always the first authority I consult.
Without the definite information
and sound advice to be obtained
from it, I would not feel qualified to
serve my clients in tax matters.” —
A. G. Moss.
Thomas A. Edison, Inc., Orange,
N. J.: “We have been making use of
Montgomery’s book from the time
the first edition was issued and have
found its clear-cut analysis of the
law and regulations most helpful.”
— Ralph H. Allen, Asst. Financial
Executive.

ADVANCE ORDER FORM—USE BEFORE DEC. 31ST —

The Ronald Press Co., 20 Vesey St., New York, N. Y.
You may send me postpaid immediately on publication a copy
of Montgomery's Income Tax Procedure — 1925, for which I
enclose $10.00 in full payment at the special pre-publication
price.
Name (please print)...........................................................................
Business Address...............................................................................
Firm......................................................................................................

Position.................................................................................... (826)..

The Ronald Press Company
Publishers

:

: 20 Vesey Street, New York, N. Y.

Signature..................................................................... ............
(Orders unaccompanied by cash or received after December 31st
will be billed at the regular price of $12.00)
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C.P.A. ACCOUNTING
Theory, Auditing and Problems
by
George Hillis Newlove, Ph.D., C. P. A.

(Ill—N. C.)
Associate in Accounting, Johns Hopkins University

A digest of problems and questions given
in hundreds of C. P. A. examinations by
accountancy boards in 44 states.
Volumes I and II

Contain problems and questions, classified in
related groups, with authentic lectures to
cover involved points and references to rec
ognized accounting authorities.
Volume III

Contains solutions to all problems in Volumes
I and II. Available either as a single sewed
volume, or as two post-binder volumes.
PRICES
The Set...........................
$15.00
Volume I and Solutions............ 7.50
Volume II and Solutions.......... 7.50
Single Volumes............................ 5.00
Shipped Postpaid on
Five Days' Approval
THE WHITE PRESS COMPANY, Inc.
Departmental Bank Bldg., Washington, D. C.

GIFT

XMAS

Are You Going to Be Among Those
Present at the Next C. P. A.
Examinations ?
OUR ORIGINAL ACCOUNTING

Tri-Service
WILL PROVE A SERVICE TO HELP YOU
The best thought and technique of more than thirty years'
accounting experience put within your reach.
Seventy-two (72) C. P. A. Problems (N. Y.) with complete
answer-arguments presented with accounting finesse,
accompanied by analyses, criticisms, comments, alterna
tive methods of treatment, etc.
One hundred-eighty (180) answer-arguments to C. P. A.
questions in Theory of Accounts, embracing financial and
cost accounts, giving pro-forma accounting expositions,
entries and ledger accounts, all of great value to students.
One hundred-eighty (180) answer-arguments to C. P. A.
questions in Auditing, giving Valuable type-situations in
detailed processes of auditing, with instructions, recom
mendations, and practical suggestions, etc.
One hundred-eighty (180) answer-arguments to C. P. A.
questions in Commercial Law, giving quotations from
accepted legal authorities; practical everyday hints on
legal relationships in business, etc.
Accounting Extension Service consists of Fortnightly in
formational and Efficiency-Building Research Bulletins;
Expert Consultation Service, etc.
Send for our 72-page booklet, entitled “A Service to Help
You”; which, besides making you familiar with all
branches of the service, gives many valuable business
hints and suggestions. Write now.

THE TRI-SERVICE ACCOUNTING CORPORATION
1135 Broadway

Dept. 16

New York

MANAGERIAL
ACCOUNTING
Volume I

By J. O. McKinsey, C. P. A.
What need the manager know of accounting?
Certainly the basic principles, and enough to
understand the accountant’s problems and
methods.
No. A-1
of best grade smooth brown and $17
Pmade
smooth black sole leather; has 3 full size pock


ORTFOLIO, illustrated, size 17 x 10½, is

ets and one small pocket, size 8x5 with snap
button flap. Has straps all around, moving handle and
Corbin padlock. The case is exceptionally strong, dur
able and convenient.
No. A-2 as above. Size 18x12.......................... $18.00
Each and every portfolio is manufactured on our own
premises. Only the best of leathers and finest work
manship enter into them. All are sold with the distinct
understanding that if you are not entirely satisfied
your money will be promptly refunded. We deliver
anywhere in the U. S. A. upon receipt of remittance or
C. O. D.
Illustrated catalog free upon request

LAWYERS LEATHER BRIEF CASE MFG. CO.
(Est. 1909)

J. 0. McKinsey has written Managerial Account
ing to increase the usefulness of accounting to the
manager in solving problems of administrative
control. It is the first book to organize the sub
ject for the manager as well as the accountant.
Continual emphasis is placed upon promotion of
mutual understanding between administrator
and accountant, and upon accounting as an
actual part of business technique.
$4.00, postpaid $4.15

The University of Chicago Press
Chicago, Illinois

5 Cedar Street, New York, N. Y.

When writing to advertisers kindly mention The Journal of Accountancy

THE JOURNAL OF ACCOUNTANCY

V

The pulse of your business
—a good ledger
OUR ledger indicates how things are at
the
of
than
The Emerald Ledger is made to rely on.
It is painstakingly built to give years of
added protection to your business records.
A steel frame assures great strength. A
turn of a clock-like key expands its capac
ity. The sheets are gripped securely.
The National Emerald is a welcomed,
business-like addition to any desk. Bound
in handsome Brown Corduroy, with richly
gold tooled Red Texhide Back and Corners
— the Emerald fittingly expresses the
quality of the business it serves.
Accurately ruled and printed sheets are
of Hammermill Ledger paper, famous for

your business.
YCan youveryrelyheart
upon less
a goodledger?

its fine writing surface and dependable
quality.
The Emerald is low priced. Outfit No.
08941, (illustrated above) size 9¼ x 11⅞;
complete with 200 sheets and gold-lettered,
tabbed index, $12.25. Two other sizes
and two capacities, to hold 350 to 650
sheets, $11.00 up.
Examine the Emerald at any good sta
tioner’s. Decide if it isn’t the best value
you have ever seen. If your regular sta
tioner does not carry the National line,
write us for illustrated booklet and the name
of a nearby dealer who can supply you.
NATIONAL BLANK BOOK CO.,
107 Riverside, Holyoke, Mass.
New York, 52 Duane St.
Boston, 161 Devonshire St.

Chicago, 618 W. Jackson Blvd
Philadelphia, 1001 Market St

Another popular style: —
National Riverside No 08541. Size 91
x 11⅞. Complete outfit: binder, 200
sheets and index, $11.25. Steel frame,
bound in blue slate canvas, leather
corners, leather tabbed index. Four
sizes, two capacities for 350 to 650
sheets. Complete outfits, $10.00_up.

National Blank Book Co.
LOOSE LEAF AND BOUND

When writing to advertisers kindly mention The Journal

BOOKS

of

Accountancy

THE JOURNAL OF ACCOUNTANCY

VI

Introducing the

Bennett Accountancy Course
So that JOURNAL readers may see the merits
of the Bennett Accountancy Course
we will be glad to send on approval, with
out obligation, any of the following texts:

Building

and

Loan Accounting

Covering methods of accounting; how business is conducted; benefits to members; plans of
issuing stock; organization; division of profits; determining and apportioning profits to series
and individuals; accounts and what they contain; books and forms explained; reports and
statements; loans and how made; regulation of associations; state inspection; federal tax;
insurance feature; annual audits. Latest methods explained.

Municipal Accounting
Covering municipal government; plans; officials, their duties; financing the municipality;
classification and sources of revenue; non-revenue; expenditures; the code; classes of funds;
budget illustrated; accounting records; uniformity; purchasing; stores control; books and
records; register of orders, contracts, cash receipts; daily statement of cash collections;
register of accounts receivable and payable; accounts receivable, assessment, appropriation,
and general ledgers fully explained; register of liens; journal entries explained and illustrated;
closing entries; trial balances; statement of operations; and balance sheets illustrated; full
glossary of municipal and general accounting terms.

Annuities and Actuarial Science
Covering principles and definitions; compound interest; annuities; amortization; sinking
fund; algebraic formulae; serial bond issues; bond investments; premium and discount;
interest yield on investments; amortizing premium and discount; books records for amor
tization; ledger accounts; depreciation by compound interest, by sinking fund method, by
annuity method; book entries for depreciation; algebraic solutions to various problems;
compound interest tables.

Cost Accounting Theory

and

Practice

Covering advantages of the cost system; wasted time, material and capital; objections to
cost system; the manufacturing outlay; three elements of cost; steps necessary to record
costs; ledger accounts; essential forms; graphic chart; figuring cost of goods in process;
plant, department, machine and man hour rates; departmentalization; complete set to be
worked out by the student covering transactions of a manufacturing company, being a
practical system and its operation.
CHECK TEXTS YOU ARE INTERESTED IN AND MAIL TO US

We have established a very reasonable rate to schools

Bennett Accountancy Institute
Schaff Building, Philadelphia, Pa.

When writing to advertisers kindly mention The Journal of Accountancy
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Engineering Appraisal Valuations
(a) Retrospective appraisals covering past costs for Invested Capital
and Depreciation purposes.
(6) Current valuation reports for Insurance.
(c) Departmental appraisals for Cost Systems.
(d) Past costs appraisals for accountancy purposes.
(e) Appraisals for Bond Issues, Credit, Financial, Liquidations and
Mergers.
(f) We do no accounting or auditing work.
We maintain a bureau for confidential discussion with accountants on valuation
problems. Correspondence invited.

The Lloyd-ThomasCo.
RECOGNIZED AUTHORITIES ON PHYSICAL VALUES

120 Broadway, New York

1124 Wilson Ave., Chicago

Rector 2171

Edgewater 8100

WASHINGTON, D. C.
PITTSBURGH
MEMPHIS

CLEVELAND
CINCINNATI
MINNEAPOLIS

DETROIT
INDIANAPOLIS
MILWAUKEE

ST. LOUIS
KANSAS CITY
DENVER

Ready December 20

“Accounting Principles
Underlying Federal
Income Taxes, 1925”
By E. L. KOHLER, M.A., C.P.A.
of Kohler Pettengill and Company, Member of the American Institute
of Accountants, Professor of Accounting, Northwestern
University School of Commerce
ANY important changes were made in the income tax law dur

ing 1924. These changes are of vital importance to every
Mbusiness
man, accountant, lawyer and student of income tax. The----------- No money now—mail coupon--------- —
use of March 1, 1913 values of assets has again been changed.
There is a new penalty for evasion of taxes by incorporation, as
well as a new rate of tax applicable to individuals. The list of
deductible contributions has been enlarged. The 1925 edition of
“Accounting Principles Underlying Federal Income Taxes’’ covers
all these changes. It shows the effects of capital net losses on the
individual tax-payable. It explains the necessity for inclusion in
the return of income from tax-free securities. The publicity on
income tax returns is discussed. The proper steps in filing an
appeal are carefully listed. These are only a few of the many new
points of the income tax law covered in this new edition.

With keen directness, the author goes right to the very heart of
income tax accounting. Each ruling and decision is carefully ex
amined, clearly interpreted and critically discussed. Step by step,
the author shows exactly how to prepare each item of your return.
In short, you are shown just how to apportion properly all disburse
ments in making your income tax returns for 1924. No business
executive or individual who aids others in making their returns can
afford to be without this work. An error may cost you, in over
payment or in penalties, many times the nominal price of this
volume. Reserve your copy now.

A. W. SHAW COMPANY

Cass, Huron and Erie Streets, Chicago

a.

12-24

Please send me on approval one of the first copies of
Kohler’s new book, “Accounting Principles Under
lying Federal Income Taxes—1925." Within
five days I’ll send S5, payment in full, or return the
book.
Please print plainly.
Name..............................................................................

Street and Number......................................................
City and State..............................................................

Firm................................................................................
Signature........................................................................
□ Check here if you would like to examine “Princi
ples of Auditing” by Kohler and Pettengill, price
$4, on the same terms.
(Canada, add 10%, duty prepaid, same terms; U. S.
Territories and Colonies, cash with order; all
other countries, add 10%, cash with order)
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When Figuring Machines Will Help

Call BURROUGHS
the Burroughs line of adding, book
INkeeping,
calculating and billing machines
there is one to help you handle every figure
problem.
And the fact that Burroughs machines are made in
four distinct types with many models and sizes of
each type make it possible to always choose one
which will best suit the business and the problem.
They are built in but one quality, the best, and the
prices range from $125 up.
A Burroughs representative will be glad to demon
strate any type or model, or help you in any way to
select the model best suited to your particular
problems.

If you are not familiar with the newest improve
ments you are cordially invited to visit the nearest
Burroughs office and inspect the new models.
Burroughs offices are located in more than 200
cities in the United States. Look in your phone
book under Burroughs or ask your banker for the
address of the nearest office.

Burroughs
Adding

Bookkeeping

Better
Figures

Calculating

Billing

Machines

Machines

make

Machines

Machines

Bigger
Profits
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American Institute of Accountants’
Examinations
(Following is the text of the examinations in auditing, law and accounting
presented by the board of examiners of the American Institute of Account
ants, November 13 and 14, 1924.)

Auditing
November 13, 1924, 9 a. m. to 12:30 p. m.

The candidate must answer all the following questions:
No. 1 (8 points):
Define and distinguish between depreciation, obsolescence and
amortization. State what, in your opinion, are proper rates for
writing off four of the following assets:
1.
2.
3.
4.
5.
6.

Brick buildings
Banking office equipment
Machinery
Book plates
Steel ships
Motion picture productions

No. 2 (8 points):
What items in the balance-sheet of a manufacturing and
trading concern would you normally classify as current assets
and current liabilities? State upon what tests you would rely to
determine whether items in part or in entirety were properly
classified under such headings.

No. 3 (8 points):
State your views of a proper differentiation between (a) capital
expenditure and expense, (b) current income and deferred income
and (c) deferred charges and deferred assets.
401
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No. 4 (8 points):
Describe how you would proceed in the audit of a bank, having
a capital of $1,000,000, to verify the cash on hand and in banks
amounting to $2,426,725.90; the collateral loans; the bank’s own
investments.
No. 5 (8 points):
The total amount of the inventory of merchandise of a trading
concern is shown to have been increasing each year while the
gross profits have been diminishing. State the probable reasons
for this and how you would proceed to discover the real cause.
Suggest some method of preventing the over-valuation of the
inventory and the accumulation of unsalable stock.
No. 6 (10 points):
What procedure would you follow in verifying the inventories
of (a) a department store, (b) a manufacturing concern operating
a cost system in which unfinished work is controlled by a “work
in process” account on the general ledger?
State, as to (b), whether you would accept, as the inventory
figure, the balance in the controlling account or the detailed cost
sheets and what circumstances would govern your decision.
Mention two circumstances, apart from mathematical errors, in
which you would ask that the figures presented for work-in
process inventory be reduced.

No. 7 (8 points):
Describe how entries dealing with consigned goods should
appear on the books of the consignor and those of the consignee
and through what data the entries arise.
On the books and on the balance-sheet of a consignee, you find
among the items, “Consigned goods unsold $98,425.00” and
“Consignor’s account for unsold goods $98,425.00.” Are these
items strictly in order? Give your reasons.
No. 8 (8 points):
Draft with illustrative entries (a) form for computation of
unexpired insurance, (b) form to provide the proper amount for
monthly entry on the books of bank discount on loans. From
your illustrations provide the journal entries for charging the
proper expense accounts and for carrying forward, or setting up,
the balance of the asset or the liability, as the case may be.
402
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No. 9 (8 points):
During the course of an audit of a manufacturing concern, the
owner states to you that on account of extensive repairs the
building has been maintained in perfect condition and, in fact,
was in better condition at the close of the year than at the be
ginning and therefore no depreciation should be written off in
the year. State what your position, as auditor, would be toward
the owner and with respect to the accounts on the books, giving
your reasons. State, also, what your position would be with
reference to a balance-sheet certificate.

No. 10 (8 points):
What attitude should an auditor take with respect to the
refusal by the officers of a corporation to produce its minute-book
for inspection in a balance-sheet audit which is being made for the
first time, although the corporation has been in existence for ten
years? Explain fully.
No. 11 (8 points):
Discuss your position, as auditor, in the following instance:
It has been customary for a certain concern to hold open its
books at the end of the year for, approximately, fifteen days and
mark back, as of the closing date, sundry transactions occurring
in the interim, consisting of the collection of open accounts and
cheques drawn in payment of purchase and expense bills bearing
date prior to the end of the year.

No. 12 (10 points):
The directors of a certain corporation submitted a statement
to its bank in which the net income for the year was shown to
be $115,000.
You are engaged by the bank to audit the books of account and
records of this corporation for the purpose of verifying the net
income as shown by the statement.
Your audit discloses the following facts which were not taken
into consideration:
(a) There was no provision for depreciation, amounting to
$27,500;
(b) Dividends of $12,500, on preferred stock, were payable on
the day following the closing of the books;
(c) Machinery, manufactured by the company for its own use,
had been charged to plant account at market prices;
403
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(d) In accordance with the terms of a trust deed, under a bond
issue, $15,000 should have been credited to a sinking
fund; and
(e) There was included in the net income, reported by the
directors, $18,000 derived from transactions apart from
the usual business operations of the company.

State in what respects the net income, as reported by the
directors, is incorrect and explain how each of the above items
should be treated on the books of the corporation at the closing
date.

Accounting Theory and Practice
PART I

November 13, 1924, 1 p. m. to 6 p. m.

The candidate must answer the first three questions and one other
question.
No. 1 (25 points):
La Belle Manufacturing Company makes a product which
retails during the summer and fall, the sales being particularly
heavy the first half of the calendar year. For certain reasons,
the company stores its finished product in a licensed public ware
house from which all shipments are made.
The general manager, who is also the treasurer, has a contract
whereby he receives an annual salary of $12,000 plus a bonus of
10% of the net profits of the company, both charged to adminis
trative expense. The bonus is computed semi-annually but
payment withheld until after the audit report is received.
Your audits of the books of this company have been made
without restriction for several years. In your report for the six
months ended December 31, 1923, you make the following two
statements:
Exhibit C

Profit-and-Loss Statement
FOR THE SIX MONTHS ENDED DECEMBER 31, 1923

Sales, less returns and allowances.....................................
Deduct—
Cost of goods sold, per exhibit D..................................

$213,900

100.00%

89,800

41.98%

Gross profit on sales............................................................

$124,100

58.02%
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Brought forward........................................................... $124,100
Deduct—
Selling expense.................................................. $26,075
Administrative expense, including bonus... . 35,525
---------61,600

58.02%

Net profit on operations..................................................... $ 62,500
Deduct—
Financial expense.............................................................
27,800

29.22%

Net profit, to surplus..........................................................

16.22%

28.80%

13.00%

$ 34,700

Exhibit D

Statement Showing Cost

of

Manufacture and Cost of Sales

31, 1923
Goods in process, beginning of period................................................ $ 33,68o
Raw materials used...............................................................................
769,360
Direct labor............................................................................................
433,632
202,713
Factory overhead..................................................................................
FOR THE SIX MONTHS ENDED DECEMBER

Goods in process, end of period...........................................................

$1,439,385
110,556

Cost of manufacture............................................................................. $1,328,829
Add167,291
Finished stock, beginning inventory...............................................
$1,496,120

Deduct—
Finished stock, ending inventory....................................................
Cost of goods sold................................................................................. $

1,406,320

89,800

The amount of net profit carried to surplus does not seem
unusual but in making up your percentage analysis you are
forcibly impressed with the rate per cent of gross profit. An
examination of your previous reports shows rates averaging 20%,
which leads you to believe that something must be wrong.
A review of your audit procedure assures you that your work
is correct and you conclude that if error exists it must be in the
inventory of finished goods, December 31, 1923. The cost of
these goods has been obtained by frequent periodic tests through
out the year wherein all costs entering into the product are care
fully noted. You check the computations of the value of goods
in process, December 31, 1923, and find them correct, but a
further investigation regarding the finished stock furnishes you
with the following trustworthy data:
Balance in warehouse, June 30, 1923. ........................................
90,700 gross
Additions to storage, per deposit receipts, July 1 to December
31, 1923............................................................
674,100 “
764,800 gross
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Brought forward.................................................................... 764,800 gross
Deductions from storage, per orders on file, July 1
to December 31, 1923:
Out of receipts prior to July 1,1923.................... 23,810 gross
Outof receipts subsequent to June 30,1923. .. . 64,790 “
--------------- 88,600 “
Balance in warehouse, December 31, 1923................................... 676,200 gross

Make whatever changes in the above operating statements
you deem necessary, but, as these statements are in agreement
with the books, it is essential that you explain any changes you
make, redrafting the statements. If no changes are made, what
comments would you make in your audit report?
No. 2 (32 points):
The I. Roussim Manufacturing Corporation is requested by its
bankers to file with them a balance-sheet, duly certified, showing
its condition as of December 31, 1923.
The corporation asks you to examine its books of account and
certify to the following balance-sheet which is in accord with the
general ledger.
Balance-Sheet—December 31, 1923
Assets
Land........................................................................ $ 80,000
Building................................................................... 127,500
Machinery............................................................... 224,000
Furniture.................................................................
5,000
Goodwill..................................................................
100,000
Cash.........................................................................
33,8oo
Receivables.............................................................
120,000
Investments............................................................
50,000
Inventory................................................................
155,000
Prepaid expense......................................................
2,575

$897,875

Total................................................................

Liabilities
Notes payable......................................................... $120,000
Creditors.................................................................
62,000
Bonds....................................................................... 100,000
Total................................................................

Net worth:
Capital stock......................................................
Undivided profits...............................................

282,000
$500,000
115,875

$615,875

Your examination discloses the following:
A. The land was valued by an appraisal company as at July
10, 1923, and the appraisal increase of $39,500 credited to un
divided profits.
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B. The building, machinery and furniture were recorded at
cost. Depreciation had been written off regularly and at an
adequate rate, viz.:—buildings, $22,500; machinery, $96,000;
furniture, $3,000.
C. The goodwill has been estimated by the officers of the
corporation and the amount credited to undivided profits,
July 1, 1923.
D. The cash balance is composed as follows:
On hand....................................................................... $2,000
Defunct state bank....................................................
1,800
X national bank.........................................................
33,000
Y state bank (overdraft)........................................... (12,000)
Sinking-fund trustees.................................................
9,000

$33,8oo
The cash on hand includes I. O. U.’s of a former salesman, $575; the
defunct state bank has been closed for some time; the receiver expects,
eventually, to pay 50 cents on the dollar: the overdraft in Y state bank
is caused, partly, by holding open the cash-book and entering, as of
December 31, 1923, cheques issued to creditors in January, 1924,
amounting to $9,000.

E. The receivables include:—$15,000 initial payment for new
machinery ordered under contract, in amount, $45,000; $20,000
consignment sales on which a profit of $6,000 is expected; claim
$16,000 for refund, treasury department. This claim, with an
amended return for 1921, was filed with the local collector
December 27, 1923.
F. Investments consist of U. S. Liberty bonds at par which
are pledged on notes payable.
G. The inventories, priced at cost, are as follows:
Raw materials.......................................................... $ 52,000
Goods in process......................................................
16,000
Finished goods..........................................................
87,000

$155,000

H. Prepaid expense consists of prepaid insurance, $1,650, and
office supplies, $925.
J. Notes payable include a demand note due the president in
amount $30,000 and $50,000 due X National bank secured by the
U. S. Liberty bonds: the balance to other banks.
K. Creditors’ account includes payroll, $18,000, and accrued
interest, $320.
L. Bonds, issued January 1, 1921, 30 years, 6%; sinking-fund
payment required, $3,000 yearly.
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M. Capital stock:
6% preferred, authorized and issued..................... $300,000
Common, authorized and issued............................
200,000
Dividends were declared and paid in July, 1923, 3% on preferred and 2%
on common. On January 15, 1924, 3% was declared on preferred and
4% on common, payable February 15, 1924.

N. The undivided-profits account showed a
Debit balance, January 1, 1923, of........................ $ 27,825
Credits for the year 1923........................................
156,700

Dividends, July, 1923..............................................

$128,875
13,000

Credit balance, December 31, 1923.......................

$115,875

Prepare your own balance-sheet from the foregoing and attach
certificate. State briefly your reason for each change made.
No. 3 (18 points):
The treasurer of the Standard Company wishes to buy the
interest in the company owned by the retiring president. The
price agreed upon is the correct book value of the capital stock.
Both officers wish to be fair but doubt exists as to whether the
book values of fixed assets are correctly stated.
During the first four years the depreciation taken depended
upon the profits made. At the end of the fourth year an internal
revenue officer examined the returns of the company together
with its records and, for taxing purposes, established the following
rates which were accepted:
Buildings.........................................................
2%
Machinery.......................................................
5%
Tools................................................................... 10%
Furniture and fixtures...................................... 15%

At the beginning of the 5th year, the company entered upon its
books the values as set forth in an appraisal recently completed.
Thereafter, it depreciated on the cost values at the rates pre
scribed by the government officer.
A detailed schedule of the fixed assets follows:

Land...................
Buildings............
Machinery.........
Tools...................
Furniture...........

Jan. I, ’18
Cost
$ 7,500
45,000
28,000
2,100
3,000

Depre
ciation
None
None
$15,000
1,700
1,500

$85,600

$18,200
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Jan. 1, 1922
Dec. 31, '21
Appraisal value
Carrying
Sound
value
New
$ 7,500 $ 10,000 $ 10,000
93,662
100,000
45,ooo
13,000
60,000
48,483
4,000
400
3,504
5,ooo
1,500
4,790
$67,400

$179,000

$160,439
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The following is the balance-sheet, December 31, 1923, from
which it will be seen that the “sound” values were placed upon
the books, January 1, 1922, and depreciation taken on original
costs at government rates:
Assets
Current..................
Fixed—less depreciation.......................................................
Deferred charges....................................................................

$161,318
154,519
1,553
----------- $317,390

Liabilities
Current....................................................................................
Capital stock (par $100)..................................... $300,000
Less, deficit.......................................................
65,620
-----------

$83,010

234,380
- $317,390

Give the correct book value per share and show how you arrive
at your figures.

No. 4 (25 points) :
You are engaged by the M Manufacturing Company—organ
ized January 1, 1923—to audit its books for the calendar year
1923. You do the work the latter part of February, 1924, taking
an inventory as of February 29, 1924, which is as follows:
Twelve months 1923 Inventory
Article Production
Sales Dec. 31, ’23
A............
70,000
60,000
10,000
B............
60,000
57,000
3,ooo
C............
25,000
22,000
3,ooo
D............
40,000
35,ooo
5,ooo

Jan. & Feb.
Production
4,000
9,000
5,ooo
3,ooo

Inventory
1924
Sales Feb. 29, ’24
6,000
8,000
3,ooo
9,000
1,000
7,000
4,000
4,000

Investigation discloses that the selling prices have remained
constant, a discount of 20 and 10 being allowed from the list price
with an additional 1% for cash in 10 days.
The company has no cost system, but costs have been esti
mated by the factory superintendent who is vice-president of the
company. Your check of the production costs and the sales
discloses the following:
Article
A....
B....
C....
D....

Your
Superintendent's
estimated cost corrected cost
$4.50
$3.50
4.80
3.20
2.89
4.25
2.00
3.50

List price
$6.00
10.00
8.00
4.00

At a conference you explain to the officers that the estimated
costs are incorrect because of errors in distributing factory over
head. They accept your corrected costs and change the list
prices of A and D to $6.50 and $4.75 respectively, effective
March 1, 1924.
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The books of the company have been closed showing an operat
ing profit of $32,654.80, for the year 1923, which was carried to
surplus, the inventory of finished goods being priced at estimated
cost.
What changes, if any, would you make in the inventory? What
effect would such changes have on the profit-and-loss statement?
How would you show the inventory on the balance-sheet? Give
reasons for your answers.
ACTUARIAL (OPTIONAL)

No. 5 (25 points):
A lends B $1,000 for 8 years, interest 5%, payable annually.
B pays A $50 per annum, interest, and provides a sinking fund by
annual payments at interest dates to meet the principal of the
loan at maturity. He is unable, however, to invest the sinking
fund at a rate higher than 3%.
What is the annual cost of the loan to B?
(2) If, in place of making these payments to the sinking fund,
B pays the amounts to A (who, also, is unable to invest these and
other small sums at a rate higher than 3%):
(a) What difference does this make to A? Give reasons and
proof.
(b) Show, in tabular form, how A should record these trans
actions on his books.
Given:
(1+i)8@3% = 1.266770
(1+i)8@5%= 1.477455

Commercial Law
November 14, 1924, 9 a. m. to 12.30 p. m.

Maximum credit for each question answered is 10 points.

Give reasons for all answers.
NEGOTIABLE INSTRUMENTS

Answer three of the following four questions:
No. 1:
Taylor held Thompson’s note for $400. Taylor was indebted
to Thompson on an open account for $400. Taylor transferred
the note to King in the usual course of business for value. When
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due, King presented the note to Thompson, who refused payment
on the ground that Taylor owed to him, Thompson, an amount
equal to the note. Did Thompson, the maker, have a good
defense?
No. 2:
Styles made a note to Johnson dated January 1, 1924, and due
April 1, 1924. The note contained no provision as to interest.
The note was not paid by Styles when due but it was allowed to
run until September 1,1924, when Styles paid it. Could Johnson
collect any interest?
No. 3:
McDonald becomes the holder in due course of a note purport
ing to have been made by Knapp and bearing endorsements in
blank by Abbott, Perrin and Pringle. The maker’s name was
forged. When due the note was duly presented for payment,
payment refused, and notice of dishonor given to all parties.
Could McDonald collect and from whom?

No. 4:
When should a draft be presented to the drawee for acceptance
or payment?
CONTRACTS

Answer two of the following three questions:

No. 5:
The A Company, a New York corporation made a contract
with the B Company in Norway for its yearly supply of Norwe
gian cod-liver oil of certain specifications. Payments for oil
were to be made by drafts. A shipment of 200 barrels arrived
in New York early in August, the A Company accepting a draft
for the purchase price payable September 1st, and took the oil
from the steamer to its plant. The oil when tested (the testing
process requiring about 10 days’ time) proved to be of lower grade
than required by the specifications. The A Company notified
the B Company by cable of the defects, offered to return the oil
to the B Company and refused to pay the draft on September 1st,
(the draft being still held by the B Company). The B Company
refused to accept a return of the oil and sued for the purchase price
claiming that the A Company had accepted the oil. Did the A
Company have a defense?
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No. 6:
Jones and Chambers were both road-building contractors.
Bids were called for by the state of New Jersey for the building
of a certain state road in that state. Jones proposed to Chambers
that Chambers refrain from bidding in consideration of Jones’
refraining from bidding against Chambers on another road soon
to be built and an agreement was entered into to that effect.
Jones, however, entered a bid on both jobs and was awarded both
contracts. Chambers sued Jones for the profits made under the
second contract alleging breach of the agreement between them.
Could Chambers recover?
No. 7:
Wood contracted with Long, a shirt-maker, for 1000 shirts for
men. Long manufactured and delivered 500 shirts which were
paid for by Wood, who at the same time notified Long that he
could not use or dispose of the other 500 shirts and directed Long
not to manufacture any more under the contract. Long pro
ceeded to make up the other 500 shirts, tendered them to Wood,
who refused to accept, and Long then sued for the purchase price.
Could he recover?
PARTNERSHIP

Answer one of the following two questions:
No. 8:
Barr and Nelson, co-partners, received in the course of business
a note made by Nash. Barr endorsed the note in the firm name.
The note not being paid at maturity was protested by the holder
and notice given to Barr. In a suit against Barr and Nelson as
endorsers, Nelson defended on the ground that he had not had
notice. Was his defense good?

No. 9:
Bigelow engaged the services of Ely to manage a public garage
owned by Bigelow. A written agreement was entered into under
which Bigelow agreed to pay Ely a salary of $45 a week and 15%
of the net profits of the business. Did the agreement constitute
Bigelow and Ely as partners?
CORPORATIONS

Answer one of the following two questions:

No. 10:
Explain the meaning of the words “ultra vires” as applied to
corporations, illustrating by an example, actual or fictitious.
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No. 11 :
In what circumstances, if at all, has a corporation power to
purchase its own stock?
BANKRUPTCY

Answer the following question:

No. 12:
Outline briefly the principal steps in a bankruptcy proceeding.
INCOME TAX

Answer both the following questions:
No. 13:
What is earned income as defined by the income-tax law of 1924
and what is its application under the law?
No. 14:
On January 10, 1923, A purchased stock of a certain corpora
tion for $10,000. On August 15, 1923, he received dividends
amounting to $1,200, all of which were paid out of earnings of the
corporation accumulated prior to March 1, 1913. In December,
1923, A sold the stock for $8,000.
(A) Was the dividend of $1,200 taxable?
(B) What was A’s deductible loss on the sale of the stock?

Accounting Theory and Practice
PART II
November 14, 1924, 1 p. m. to 6 p. m.
The candidate must answer all the following questions:
No. 1 (24 points):
Two public-utility companies, A and B, are owned and con
trolled by the same persons. Each company has an electric
department, a gas department and a street railway (transporta
tion) department. For managerial control, all sales between the
various departments and the companies are billed so as to allow a
10% operating profit on sales to the selling department. In
preparing statements of earnings, the companies include in sales
and expense the inter-departmental and inter-company trans
actions at billed prices.
You make an audit of the companies’ books and records for the
year ended December 31, 1923, and find the statements of earn
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ings from operations, submitted to you, to be correct on the above
basis.
You are required to prepare a statement showing (1) the com
panies’ figures as presented herewith, (2) the sales, expenses and
net earnings of each department of the two companies separately
with the inter-departmental profits of the respective companies
eliminated and (3) the consolidated sales, expenses and net earn
ings of the two companies, by departments, with inter-company
and inter-departmental profits eliminated.
The statement you prepare should show clearly how the final
results are obtained.
The companies’ statements are as follows:
Company B Company A
Gross sales:
Electric department...........................................
Gas department..................................................
Transportation department..............................

$ 8,000,000
750,000
1,500,000

$2,000,000
500,000
750,000

Total gross sales.........................................

$10,250,000

$3,250,000

Operating and maintenance expenses:
Electric department...........................................
Gas department..................................................
Transportation department..............................

$7,200,000
712,500
1,485,000

$1,800,000
450,000
742,500

Total operating and maintenance expenses $ 9,397,500

$2,992,500

Net earnings from operations:
Electric department...........................................
Gas department..................................................
Transportation department..............................

$

800,000
37,500
15,000

$ 200,000
50,000
7,500

Total net earnings from operations..........

$

852,500

$ 257,500

The transactions between the departments during the year at
the billed prices are as follows:
Company B
Electric dept., sold to gas dept., company B.............................
Electric dept., sold to trnsprtn. dept., company B...................
Electric dept., sales of power and light for internal use of elec
tric dept., company B. . .......................................................
Electric dept., sold to electric dept., company A......................
Electric dept., sold to trnsprtn. dept., company A...................
Company A
Electric dept., sold to gas dept., company A.............................
Electric dept., sold to trnsprtn. dept., company A...................
Electric dept., sales of power and light for internal use of elec
tric dept., company A...........................................................

$ 40,000
300,000

30,000
800,000
50,000
$ 20,000
100,000
15,000

No. 2 (16 points):
A partnership, under the firm name of Bond & Young, com
menced a general commission business, January 1, 1904.
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Bond contributed $5,000 and Young $500 as their respective
capital investments in the business.
The partnership agreement provided that Bond should receive
four-sevenths of the profits and Young, three-sevenths, no interest
to be allowed on partners’ accounts.
They wish to separate as at January 1, 1924, Bond to continue
the business as at present conducted, taking over all the assets
and assuming all liabilities; Young to retire and pay any indebted
ness to the firm he may have incurred or receive whatever amount
to which he may be entitled.
You are called upon, the latter part of April, 1924, to ascertain
and, from the data furnished herewith, report as to whether
Young is debtor to the firm or creditor and to what extent.
No books of account were kept, except that the accounts re
ceivable were recorded and all the cheque-book stubs were avail
able. From these, it was gathered that Bond and Young each
drew out of the business an average of $20,000 per annum.
The following properties were in the firm name January 1,1924:
Farm lands in Virginia..........................................................................
(Giving an average yearly yield of $75,000 from produce, the
crops maturing in March)
Fruit orchards in Florida—cost...........................................................
(Averaging a $48,000 harvest, the crops maturing in January)
Auto. and trucks....................................................................................
(Depreciated value, January 1, 1924)
Cash in bank..........................................................................................
Building—Washington street, New York..............................................
(Present value)
Furniture & fixtures—cost....................................................................
(Averaging age of five years)
Accounts receivable—good...................................................................
Total........................................................................................
The only liabilities being:
Accounts payable...................................................................

$250,000

220,000
10,000
75,000
150,000

10,000
105,000
$820,000

$120,000

No. 3 (10 points):
The American Manufacturing Company owns all the capital
stock of the Columbia Selling Company. Condensed balancesheets of these companies, as at December 31, 1923, were as
follows:
American Manufacturing Company
All assets.............................................................................................

$1,500,000

All liabilities.......................................................................................
Capital stock......................................................................................
Capital surplus, arising from appreciation of plant.....................
Earned surplus...................................................................................

$ 300,000
700,000
200,000
300,000
$1,500,000
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Columbia Selling Company
All assets.............................................................................................

$ 250,000

All liabilities.......................................................................................
Capital stock......................................................................................
Earned surplus...................................................................................

$

50,000
100,000
100,000
$ 250,000

The Columbia Selling Company is incorporated under the laws
of X state.
It has been decided, in order to effect certain savings, to in
corporate, as at December 31, 1923, a new company of the same
name under the laws of the state of Y and increase the capital
stock to $150,000, which is to be owned by the American Manu
facturing Company.
There will be no change in the assets or liabilities, no cash or its
equivalent being introduced in the reincorporation.
Prepare condensed balance-sheet for the Columbia Selling
Company after the reincorporation and state your reasons for the
changes made in capital stock and surplus.

No. 4 (20 points):
It is proposed to make the following changes in the capital of a
certain company in order to reduce the annual expenses apper
taining thereto.
An issue is to be made of $1,100,000, 10-year, 5%, first mort
gage bonds with a first lien on the plant and equipment and
$1,000,000, 10-year, 6%, second mortgage bonds, giving a general
lien on all the assets of the company, subject to the prior lien of
the first-mortgage bondholders.
All the bonds are redeemable at par: they are to be sold to an
underwriting syndicate at 95, the syndicate to pay all expenses of
the issue.
The proceeds from the sale of the bonds are to be used to redeem
the outstanding balance of 18,475 shares ($1,847,500) of 8%,
second preferred stock at 105 as provided by the terms of the
issue. All the second preferred shares are then to be canceled.
(Assume a quarterly dividend on second preferred stock to
have been declared, payable at date of redemption).
The common stock is to be changed into shares of no par value,
in the proportion of five new shares for one old share. This stock
appeared on the last balance-sheet as follows:
Common stock authorized, 115,000 shares, par value $100
Issued, 6,000 shares, book value at date of formation of the com
pany.....................................................................................
$1,250,514
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Prepare a balance-sheet giving effect to the proposed changes
with regard to bonds, capital stock and surplus in accordance
with the foregoing data and the following details:
1st preferred convertible, 8%, authorized 35,000 shares, par value
$100—
Total outstanding, 24,315 shares....................................................
Sinking fund, on deposit with trustee, to retire 1st and 2nd. pre
ferred stocks...............................................................................
Surplus................................................................................................

$2,431,500

1,275,833
731,252

All preferred shares previously purchased had been canceled
and written off at cost from the sinking fund.
Show how much the company should save by this new arrange
ment and mention any advantages or disadvantages to be de
rived therefrom.
No. 5 (20 points):
The following items are included in the income-tax return of
John Jones, single, a United States’ citizen living in New York,
for the year 1923.
For income-tax purposes, indicate which items are taxable for
both surtax and normal tax, for surtax only, allowable deductions
to arrive at net income, credits against net income for normal tax
and credits against tax payable. If any income or deductions
are improperly included, indicate which they are and why they
should not be considered.
Securities sold:
Cost, April, 1922..................................................
Sold, March, 1923................................................

$1,000.00
700.00

$

300.00

Personal exemption...........................................................................
1,000.00
Dividends—
U. S. Steel Corporation, common stock..........................
500.00
Lost Hope Gold Mining Co. of Arizona.................................
1,000.00
(Notice sent with dividend says earned surplus was ex
hausted by payment of last previous dividend)
Dividend from John Barker & Co., Ltd., London,
England......................................................... £10. o. o.
45.00
Less British income tax deducted at source........
3. o. o.
13.50
£ 7. o. o.
Rent paid for business property......................................................
Other business expenses....................................................................
Business income.......... ...................................................................
Interest received on U. S. railway bonds containing 2% tax-free
covenant clause................... ......................................................
Interest received on New York city corporate stock....................
Interest received on loan to friend..................................................
Interest paid on mortgage on dwelling house................................
Interest paid on bank loans........................
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32.50
2,500.00
7,500.00
20,000.00

$

800.00
450.00
10.00
600.00
120.00
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Taxes, etc. on dwelling house—
Sewer assessment.......................................................................
$ 250.00
Regular levy............................ ................... ................... ...........
400.00
Premium paid on life-insurance policy, Jones’ sister, beneficiary. .
200.00
Payments to Jones’ mother, residing in London—$100 per month.
1,200.00
Contributions—
To church....................................................................................
100.00
Red Cross...............................................................................
100.00
Golf-club trophy fund..................................................................
50.00

Calculation of tax is not required. Classify the items as be
tween income, deductions, credits against net income for normal
tax, credits against tax payable, non-taxable income and un
allowable deductions.
Explain any classification which you think requisite.
All terms are used in the sense employed by the United States
treasury department.
No. 6 (10 points):
John Jones, president and owner of 90% of the capital stock
of the Jones Commission Company, asks you to audit the accounts
of his company and submit a report to him with copies.
The audit will cover the transactions during the three months
ended December 31, 1923, and is being made to determine the
general accuracy of the records and the trustworthiness of the
accounting staff.
Your report will consist of a general statement in narrative
form without balance sheet or income statement.
In the reply to your request for confirmation of the bank bal
ance, you are advised that there is a liability to the bank for a
loan amounting to $20,000. The bookkeeper informs you that
this represents the discount of the personal note of John Jones,
drawn to the order of the Jones Commission Company and cred
ited to his personal account on the company’s books. Your in
spection of the records substantiates this statement and you
further ascertain that the credit to John Jones’ personal account
had been extinguished by withdrawals of cash equalling or exceed
ing the proceeds of the note.
What action would you take regarding the transactions relative
to this note?
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Modern Accountancy *
By Festus J. Wade
The professional accountant to the banker is the same as the
compass to the mariner. The American Institute of Accountants
is the foundation on which accountancy must be builded if you
want the respect to which you are entitled, and if you want your
reports regarded as 100% correct. The banker should be sure to
employ accountants affiliated with the American Institute of
Accountants.
There was a time when accountants were engaged only to
investigate embezzlements and defalcations, a time when you
were sent in only to look after crooks. That is all gone by.
Your task today is not only to obtain a clean reflection of a
corporation’s books, but it is also to show the improvident manu
facturer and banker and merchant how his method of doing busi
ness is apt to bring him on the rocks. How many balance-sheets
can you look over and size up the current assets against the cur
rent liabilities? Some fool bankers think that if they are five to
one—if the current assets of an institution are five to one—that
is all that is necessary. They don’t look over the profit-andloss account; they don’t endeavor to find out whether there is an
unbalanced inventory or not; they don’t begin to see whether or
not they are drifting into fixed assets so heavily that the load is
bound to swamp them. No, they just look at the current and
the quick. Why, some of them demand two to one, and I know
of other cases where the current liabilities are only one to one and
they are condemned although they may be better than the fellow
who is five to one.
A misfortune has grown up in accountancy. I suppose you
want to hear both sides of this story. There are appraisal
associations which are hired to see how high they can estimate the
cost of a building. They will take every little bit of wire, brick
and mortar when it was sold at twenty-five per cent less than the
price today and add on that twenty-five per cent and think they
have made money for their employers. You know that. You
know in 1921 that what wrecked more institutions than were ever
* An address delivered at the annual meeting of the American Institute of Accountants, St.
Louis, Missouri, September 16,1924.
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wrecked in the history of this nation in five years previous was just
such fool accounting, fool expectancies of appraisal, and other fool
notions frequently practised.
Don’t ever issue a certificate of that kind. “I took the in
ventory from the responsible heads of this company.” Now
what does that mean? It means that you come in as a bank
examiner to the Mercantile Trust Company or any other bank
or trust company in the country, and you say, “ I took an inven
tory of the stocks and bonds on hand,” or “I took the statements
of the responsible officers of that company for the cash they had
on hand.” What would you think of that? Suppose a bank
examiner was to come into any first-class, well-regulated financial
institution of the United States and the president and all the vicepresidents and all the officers would say, “We have got $2,323,000
cash in the vault and we are all honorable men,” and the report
reads, “from the statements of the responsible heads of this in
stitution they have $2,323,000 cash in their vault. We did not see
it but they are honorable men.” What is the difference between
an inventory of cash or bonds and an inventory of any other kind
of merchandise or securities? The banker is a merchant; he deals
in credit, making loans, selling credits. There is no science in
banking. When you hear of the scientific banker, take it from
me, he is talking scientific bunk. Banking is just exactly the
same as accountancy, the same as manufacturing, the same as
merchandising. It means just the same kind of old-fashioned
common-sense and no other. You cannot, by any legerdemain,
put any new schemes into it. If a man lends money on bad
credit, he will go broke whether he be a merchant or a manu
facturer or a banker. You have some crooks in accountancy, so
have we in the banking business. So has every vocation in life;
but the banker or the merchant or the manufacturer or the
preacher who fails to render an honest account, who fails to per
mit representatives, honorable men to examine their accounts, is
not worthy of trust. We had in the United States—we have to
day—a system of bank examination. We are examined in one
state in this union by a fellow who comes in, smokes our cigars for
about four days and gives a complete acquittance, when it takes
the clearing-house examination in the city of St. Louis, with ten
men, six weeks to go through it. But of course this fellow is an
oracle and I have no doubt, if I fished around a little, he might
be found to have an accountant’s certificate from somewhere.
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You do not know, gentlemen, the good you are doing. You do
not realize what real public benefactors you are or how you
protect the widow and the orphan, how you protect the honest
but misguided merchant or manufacturer or banker. If you keep
up the high standard your president has so aptly put to you, you
are as much of a benefactor to the United States of America as
Andrew Carnegie or John Rockefeller ever dared to be, because
you save by your honest, conscientious reports people who cannot
save themselves.
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Accounting Courses in Universities *
By Leverett S. Lyon

The subject, accounting courses in universities, is one in which
I am intensely interested because, being the dean of a school of
commerce and finance and finding, as we all find, that accounting
is one of the very important subjects in our curriculum—it is a
matter about which I have had to think a good deal and have en
joyed thinking a good deal. I think perhaps that one of the first
things I ought to say is that if there is any single field of work to
which schools of business are more indebted than any other it is
the field of accounting. There are a good many schools of busi
ness in universities where the curriculum has been from the
beginning and still is almost wholly accounting. There are
reasons, as I will say in a moment, why I think we want to make
that less true, not to the belittling of accounting, rather to its
glorification; but the fact remains that accounting has been in a
great many schools of business in universities the backbone of the
course.
Now when it comes to the question of organizing the kind of
accounting work in universities which we think will be most useful
both to the curriculum with which we are concerned and to the
accounting profession, it seems to me there is one principle that is
fundamental. It is simply followed and ought to be apparent,
although I think sometimes curricula are organized without seeing
it clearly. That principle is this: the accounting curriculum in
any university school of business must be planned, and built in
such a way that it fits in well with the rest of the curriculum of the
school. That, as I say, is very important, and a failure to follow
that rule has, I think, sometimes been responsible for not having
us do as good work in accounting or make as much use of account
ing as we might otherwise make.
Since most of you,—although I know some of you are pro
fessional pedagogues—since most of you are in a far more lucrative
profession, let me say a word about university schools of business
that will make this point a little more plain than it otherwise
might be.
* An address delivered at the annual meeting of the American Institute of Accountants, St.
Louis, Missouri, September 16, 1924.
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There are two or three types of university schools of business,
but two types are all we need discuss. They stand rather at the
extremes. The first type is that sort of school where a collec
tion of courses with business names and some business content
has been put together, and that is called the collegiate school
of business, or the school of business, or commerce, or finance, or
administration, or whatever it may be. The courses given have
no clearly thought-out relation to one another; they have no gen
eral plan into which each fits; they are simply a collection of
courses; some are accounting courses, some are advertising courses,
some are courses in sales management—a collection of courses
that everybody would recognize as having a business flavor, cer
tainly a business name. That is the curriculum. Courses of
that sort and schools organized that way are tremendously useful
and have done a lot of good in certain situations. Take the sort
of work, for example, that needs to be done in a large city for
people who are employed, a good many of your juniors, for ex
ample, and men preparing to be your juniors or who want to work
on to be certified public accountants, courses that will fit into their
specific needs are very useful. A course, for instance, in factory
cost accounting may exactly fit the needs of a man working in this
city with an electric company or in any other city with any other
concern to help him make the next step up. A course in ad
vertising copy may be just the course; it may not attempt to
cover all phases of business, but it is just the course for a man who
is already at work in some minor capacity with an advertising
agency or with a newspaper and who wants to get over to ad
vertising work.
So universities have built up curricula composed of these
courses, which do not try to give one man everything but try to
give a man the particular thing he needs. They are for the man
who needs one thing and who may need a thing entirely different
from what somebody else needs. In a school of business of the
collegiate grade or any other which operates primarily in the
evening that type of course has been very useful.
I might say in passing that in even the full-time universities
where the student is there all day, a great many have used that
same type of course. I think it is a mistake, simply because I
believe we can do something better than that where we have all
of the student’s time. But that is one of the clear types of
university business education.
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Now let us look at the other kind. I think probably the most
extreme type is the sort of school which has the student’s full time
for two, three or four years, and instead of trying to give him work
in specific subjects as such,—that is teaching him to be an ac
countant, an advertising copy writer or a sales manager—tries to
give him the basis in all fields that are important for what you
might call a man trained for business administration. In such a
school the assumption would be that there was not any difference
in importance between work in marketing and selling and work
in finance or work in accounting or work in factory management
or perhaps other subjects. That is the type of school that has
tried to build up a curriculum which it called a managerial cur
riculum. The idea is that the student will be given a manage
ment point of view, and that all important phases of management
will be emphasized equally. That type of school I think is
increasing in number.
Now with those two types in mind, I think this alleged prin
ciple I stated a moment ago, that we need the kind of accounting
work that fits into the rest of the curriculum, becomes perfectly
clear. If one is trying in a university to operate the kind of
school in which we have a lot of subjects, it is perfectly clear that
one needs an entirely different kind of accounting work from
that which we need in the other. If we are offering here in St.
Louis at Washington University, as we do in our extension divi
sion as we call it, work primarily for people employed down town,
we need an accounting curriculum that will give those people
what I think one can, without mistake, call the “fillers” in an
education. Here is a man, for example, who has had perhaps two
years of accounting in high school and has gone to college a year
or two and taken some more work, but has never had a course in
auditing or factory cost accounting or any other specific course of
a somewhat advanced sort. He wants that. We give it to him,
and our curriculum in accounting for that school has to be made
of these pieces, these bricks which he could fit in anywhere to
round out the whole. Now those courses and that kind of a
curriculum, from the standpoint of a man engaged in organizing
the courses, are not simple, but compared to the other thing, they
are comparatively easy to provide. All we need to do is to find
a man who is specialist enough in some one thing, and he
can generally furnish that kind of work for us pretty satisfac
torily.
424

Accounting Courses in Universities

But when we turn to the other type of curriculum, the task
becomes very difficult. That is, when we get to the question of
what to do in an accounting curriculum that will fit the needs of a
man whom we are trying to fit for the general management point
of view of a business, it is difficult. Such a man probably is not
intending ultimately to be an accountant. Even if he is intending
to be he wants to know as much about other aspects of the busi
ness as he knows about accounting procedure. That is a much
more difficult job. We have to teach him so many other things
before we can teach him accounting. Let me illustrate. Not
being an accountant and therefore not being responsible for what
I say to accountants, I shall say something that is heterodox. In
colleges where we have taught accounting, we have taught at
times a great many things under the name of accounting that
were not accounting at all and I think the history of the thing
explains it. We started out in these collegiate schools of business
mostly with names. I mean we had a school which we labelled,
“school of business.” We did not have anything in it, no subject
matter. We had a few professors drafted from the department of
economics, who did not know much about business. We had no
textbooks; we did not know how to label courses very intelli
gently, and in the despair of that situation there was just one
person who could help us, and that was the accountant. He
did not know everything, but we thought he did, and we pulled
him in and asked him what we ought to do. He said, “Give
accounting courses.”
Accounting courses furnish a means of approach to much more
than accounting, because by studying accounting you get in a
center from which to branch out into other fields of business, so
that through accounting, largely without realizing it, we began to
see what was involved in some of these other things. That was
extremely valuable experience. We could find an accountant
who very often did not know that he was much more than an
accountant, though he really was. We found that such ac
countants had a lot of material, and we began to learn something
about the productive activities of a factory, sales management,
finance and so on, through these other fields of business. We
began to find that there were fields, such as production, finance
and marketing, which could be developed. So presently we found
ourselves in a situation where the accountant was trying to teach
all these things by calling them accounting, and another man was
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trying to teach factory production, marketing, finance, and so on,
by themselves and not trying to teach any accounting. That is
the situation. We have passed the point where we depend on the
accountant to do everything. I think we are going to find that
at this stage we shall confront another difficulty. I said we began
these courses in schools of business with accounting primarily,
that we taught it to the student early, we taught it to him late,
but chiefly we taught it to him early because it was the only
thing we had to teach him. He got it often in his first and almost
always in his second year. We never have changed that, in
spite of the fact that we now have enough material collected in
these other fields to teach him something about it indirectly.
So we find ourselves now in this situation. A student comes along
in the freshman year; we let him take some general material that
hasn’t anything much to do with business. That year is most of
all an eliminator. We get rid of the lowest third, get the measure
of the next third and know they won’t last long and we know that
the balance will last the period. The accounting course is a sort
of bookkeeping accounting course in most places, in which I
think, and I say this with hesitation, we teach him a lot of things
he does not know anything about, even when we are through
teaching them to him. That is the only phrase in this speech
that I thought about before I made it; I wanted to be sure to say
that just that way. Now of course that is a bit subtle, but that
does not bother a college professor. It is easy for us to teach
people something they don’t know anything about when we are
through teaching it to them. We do a good deal of it; sometimes
I think we do more of that than anything else. We teach the ■
student a lot of the technique of bookkeeping which has to do
with operations, when we have not taught him anything about
the operations for which he is keeping the books. We teach him
how to handle a lot of routine matters when he does not know
what those matters are. He makes the entries, puts them in the
books, without a real sense of their relation to the business
problems that he is helping to handle. To get away from that,
we have developed a kind of accounting that we call control
accounting or management accounting. Before you can under
stand what the control is, we must talk about these operations,
so the accounting teacher can now begin his accounting course by
saying, “We shall now talk about production;” and he will talk
about production a good deal; in fact I sometimes think that
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when he is talking about production accounting he is talking
about production at least two thirds of the time. Then he goes
on into sales control because the student does not know anything
about it. The accounting instructor finds it necessary to teach
sales management half or two thirds of the time before he can
talk about the accounting to take care of it, and the same thing
happens when he gets into finance. Since the student does not
know anything about finance, he must teach finance first, so in
the section devoted to financial control, it is necessary for the
accounting instructor to teach finance most of the time and
after that the accounting follows as the night the day. We find
ourselves in that peculiar position because we began with ac
counting and put it so early in the course that we have never been
able to root it out and put it later.
I think we are going a step further. The thing I think we are
going to do is not to lessen the significance of accounting, but to
increase its significance by changing its place and putting most
of it very much later than we do at present. If we do that, we
can have some of our early year or years—I am talking now about
collegiate schools with two or three years to work at this thing—
for managerial subjects in which we shall consider the problems
of factory management and market management and financial
management early in the course. We are not going to teach the
student any accounting as such in those years. We shall teach
him fairly early what business problems are, let him see that
there is an accounting problem, but not worry him yet about
the technique of doing accounting. After we have talked with
him for the first year or possibly two about these other things,
we shall bring in our accounting and teach him management
accounting on the basis of what the problems are. That will put
a real burden on the accounting instructor and the writer of
accounting textbooks, because it will make him teach and write
accounting and nothing else. He cannot, from that point on, be
teaching business administration in various phases and call it
accounting. That will mean, I think, that in our four-year
collegiate school of business a student will strike his accounting
course before the junior year and when he strikes it, he will really
have, for a college student, a fairly good idea of what the problems
of production and marketing and finance are.
If the student has learned something about the management of
a business and the problems of management in the various fields,
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it will make the accountant restrict his problem of teaching. It
will confine him to something that I think you will call a more
technical accounting, yet at the same time a more managerial
accounting. I think we shall find inside the next ten years the
accounting curriculum of most universities turned upside down.
What I mean is this, that instead of beginning as we necessarily
begin in most places, with a bookkeeping type of course, we shall
begin with a study of the field of business management; then
have something that I might call control or management account
ing. That is enough probably for the man who does not want
to be an accountant. Of course the man who wants to be a
certified public accountant will need much more. But then,
strange as it would seem, we shall offer him a lot of technical
courses emphasizing specialized fields, and I am inclined to think
that his most routine course will come pretty late, perhaps the
last thing instead of the first. If I were to say that to an associa
tion of accounting instructors, I am sure that eighty per cent of
them would think it was too heterodox to hear peacefully. But
the point is that we are going to invert what has been our method
of presenting accounting, and we probably shall turn out of
these schools of business two types of men. First is the man who
knows fairly well what are the management problems of business,
who knows enough accounting to know what kind of work he
ought to expect from his* accountants but not enough accounting
to do most of it, I mean not enough of the actual procedure and
practice. On the other hand, we shall probably turn out people
who are qualified to enter for the C. P. A. examinations. They
ought to have, if we do our job decently, an exceptionally good
equipment for public accounting work, because it will be based
on two or three or possibly four years of a general study of what
the problems of business are before they approach the question of
accounting in detail at all. While our work in the past has been
considerably concerned with helping people toward the profession
of accountancy, we hope that it will become even more extensive
in that direction. Our tendency will be, I think, to send students
in that direction, not through our regular two- three- or four-year
courses, but only after graduate work following our ordinary
business-administration course.
Accountancy is a profession that men in colleges look to with
the same interest and enthusiasm with which they have in the
past looked to the professions of medicine and law. It is our
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belief, since in our business we look to the future, that by the kind
of thing I have been describing we shall help to put into the pro
fession men who will improve it and elevate it and give it an even
greater significance than it has had in the past. So our problem
in collegiate schools of business is to find a way that will accom
plish two things: fit in with our needs for the type of course we try
to give, and at the same time, and this is really our most difficult
problem, at the same time lay the basis for giving a man the
strictly professional training he needs to enter the field of public
accounting.
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Municipal Budgets *
By J. Percy Goddard
Have you ever considered how much easier it is to spend money
than it is to earn it? We can think any time of a thousand things
for which we should like to spend money and for which it would
be very proper and appropriate to spend it, if only we had the
money to spend. Now imagine you had placed in your hands a
million dollars of some one’s money to spend. Would you be
likely to be just as careful about its disbursement as you would
about the money you had worked hard to earn? The records
show that men are not as careful in spending other people’s
money as in spending their own. The income of Salt Lake county
last year was roughly a million and a half, of Salt Lake City,
three million, of Salt Lake City school district, two million, and
of the other cities and school districts in this county over a million
more. Thus, excluding state expenditures, about eight million
dollars of the people’s money is expended annually by public
officers in this county alone.
Another important thought is: A man who has never had a
large amount of money of his own can hardly comprehend that
he can spend a million or even a hundred thousand dollars. He
accordingly begins the task with a very free and liberal hand and
is later quite surprised when he finds the money gone all too soon.
This statement has been demonstrated in the record of several
of our bonded road projects. The same principle explains the
fact that most of us are much more liberal in our expenditures
just after pay-day than during the last few days of the month.
Collectors understand this fact and most wives also know that it is
easier to obtain money just after pay-day.
The ease with which we discover ways of spending money,
especially other people’s money, and our tendency to spend freely
to the neglect of future requirements make municipal budgets a
vital necessity if public finances are to be wisely and economically
handled. The wise man seeks to anticipate his financial needs
for his fiscal period, from pay-day to pay-day, and sets down the
financial demands that are likely to be made upon him, as well as
*A paper presented before the Utah Taxpayers’ Association at Salt Lake City, Utah.
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the income which he may expect to receive; and he then seeks to
apportion his funds so as to enable him to meet the most impor
tant and most urgent of these demands. This setting down of
estimated income and expense constitutes the making of a budget.
A budget is simply a financial programme.
Incidentally let me cite you good scriptural authority for a
budget. In Luke, the fourteenth chapter, verses 28 to 30 we read:
“For which of you, intending to build a tower, sitteth not down
first and counteth the cost, whether he have sufficient to finish
it? Lest haply, after he hath laid the foundation, and is not
able to finish it, all that behold it begin to mock him, saying, this
man began to build and was not able to finish.” Probably most
of us know where there are some unfinished municipal towers.
In a great many cases public improvements which were not
adequately financed have been completed, but only by the crea
tion of large and burdensome deficits which constitute unau
thorized indebtedness.
Let us all have in mind that a budget is a very simple thing—
that there is nothing mysterious about it. It consists simply
of setting down in as great detail as practicable the estimated
revenues and expenses of the next fiscal period. These estimates
must, of course, be based largely upon records of previous periods,
and here we often meet serious difficulty, in that many of our
municipalities have been keeping very inadequate accounts.
In fact the conditions that have been revealed by some of the
audits of our counties and cities during the past two years have
been not only astounding but positively disgraceful.
For the present let me confine myself to the relationship be
tween the accounts and the budget. If you cannot secure from
the accounts a trustworthy and well-classified list of receipts and
disbursements covering previous years, upon what are you to
base future estimates? Even in these matters many of our
municipal accounts are far short of what they should be. For
example, in two counties all salaries for all departments were
thrown into one account and all supplies, stationery, printing and
postage for all departments were in one account. Such accounts
are, naturally, of little assistance in the making of budget esti
mates. Taxpayers are entitled to know in much detail the pur
poses for which funds are asked and for which moneys have been
spent. As a preliminary to the fixing of budget appropriations
it is desirable that department heads should hand in estimates of
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the operating costs of their various departments. My subject
was announced as “analyzing a budget,” but in most of our
municipalities there is no budget to analyze, or if there is such a
thing, the headings are so general and indefinite that it is almost
valueless either as a basis of judging the fairness of the estimate
or for the regulation of future expenditures.
The budget should follow the same classification as the receipt
and disbursement accounts. Receipts and disbursements of
our counties and cities should be classified by departments and
within departments should be segregated in much detail. Im
provements to be made on public roads should be segregated by
roads or sections of roads in the budget. Salary items should be
accompanied by schedules of the salaries to be paid. Uncertain
revenue items should be, as far as possible, excluded from budget
estimates. Deduction should be made from the tax levy for
uncollectible taxes. The present deficits of some of our munici
palities are due to their having spent taxes assessed but not
collectible.
Probably the greatest defect in the usual method of arriving
at budget appropriations is the tendency to be governed too slav
ishly by the expenditures of the previous year. A too close fol
lowing of this policy encourages extravagance, as department
heads feel that if they economize, their next budget will be cut
and they will probably not be able to get an increase when
needed. They should be encouraged to anticipate as fully as
possible the ensuing year’s needs, setting them down in detail.
They should feel that this kind of estimate will receive primary,
and their past expenditures secondary, consideration.
In analyzing expenditures as a basis of budget requirements,
one should inquire particularly into items covered by such in
definite titles as “sundry” and “miscellaneous.” For example,
in one county’s report for last year under the classification of
“statutory and general” will be found these headings which are
not sufficiently explanatory: “miscellaneous supplies,” “mis
cellaneous refunds,” and “damages, claims and special fees.”
Often items under such headings are exceptional and cannot be
expected to recur. As a basis of estimating budget requirements
it is far better to have at hand, in comparative form, statements
of receipts and expenditures of two or three years, rather than for
just the one previous year, as there are often exceptional items
entering into the accounts of any one year.
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In making up the budget of a school district one should have
before him the expenditures of the previous two or three years
classified by individual schools, as teachers’ salaries, school sup
plies, building repairs, etc., cannot be satisfactorily estimated
for the district taken as a whole.
In analyzing a budget, one should inquire into the urgency of
the need for new furniture and equipment called for by certain
offices. If new automobiles are called for the need for them
should be investigated, and where automobiles are already in
use the cost of operating them. One should examine carefully
estimated salary requirements. There are many offices which
could dispense with some assistants if all employees worked as
steadily as they would if employed in private business, and espe
cially if the head of the office felt obligated really to earn his
salary.
Where a budget has been adopted, say by a county, commis
sioners and heads of departments should be furnished monthly,
by the auditor, with a statement showing the various budget
appropriations, the amounts and percentages expended to date,
and the balances unexpended, as a means of keeping annual ex
penditures within the appropriations. This perhaps raises the
question as to what way there may be of compelling expenditures
to be kept within budget appropriations. In our state we have
no budget legislation. Those counties, cities and school districts
that adopt budgets do so voluntarily, and it rests wholly with
them as to whether or not they regulate their expenditures
thereby. Some of us are very thoroughly convinced that we
should use our influence to have our legislature pass an effective
budget law. However, in the meantime it is far better that our
municipalities should have before them a budget or financial plan
to work toward than that they should set about spending public
money without plan or programme.
Opposition is sometimes voiced to the budget on the grounds
that its adoption would create additional expense, but there
need be almost no additional work or expense in keeping accounts
under a budget system.
In conclusion let me say a word for independent audits by
certified public accountants. I say by certified public account
ants because, due to their training and wide experience, they are
able to make constructive recommendations and criticisms.
Some of the reports on so-called audits made by local book
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keepers and filed with the state auditor indicate that the auditor
knew less about municipal accounts than did the officers whose
accounts were audited. One of the most frequent and outstand
ing benefits derived through audits by experienced accountants
is the adoption of modern accounting methods, which as compared
with old methods furnish more information and greater safeguards
with a minimum of cost and effort.
Proper audits result in more painstaking and accurate record
keeping, as bookkeepers who know that their records are to be
scrutinized by accountants have an incentive to do their best
work.
Confidence in public officers is sustained and strengthened
by means of periodic audits.
The minds of administrative officers are put at ease by the
assurance that the accounts of moneys handled under their
supervision are being correctly and honestly kept. I have known
cases in which careless and loose methods have caused suspicion
to rest on men whose motives were thoroughly honorable.
Every person who carries the responsibility of accounting for
public funds is entitled to such an independent audit of his ac
counts as will assure the public that he has faithfully discharged
his trust. Experienced accountants can do much to encourage
the adoption of budgets.
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II
OBJECTIVES OF THE ACCOUNTING COURSES AT
INDIANA UNIVERSITY

By A. L. Pickett
The course in accounting at Indiana University has four
objectives. The first aim is to apply the scientific method to ac
counting. Karl Pearson has said: “The unity of all science con
sists alone in its method, not in its material.’’ The materials of
accounting are value data coordinated with allied data.
The second aim is to make the economic and social application
of the study. While we stress the proprietary point of view most,
realizing that the chief function of accounting at present is to
furnish the management with sound and adequate facts upon
which to base its policies and to establish intelligent control, we do
not overlook other interests. Investors must be correctly in
formed that they may judge the safety and the productiveness of
securities offered, that they may distinguish between book, paper
or apparent and real gains, that they may know what the failure
to provide for depreciation means. Creditors should understand
their position, their rights, their protection. Bankers need state
ments of financial condition preliminary to the granting of loans.
The government in matters of price or quality regulation, tax ad
ministration, wage controversies and conservation of materials
and life must proceed on the basis of knowledge. Accounting
leads to illumination and truth.
The third objective is to elevate the practice of accountancy to
a professional level. Two things are involved—one, the teaching
of the technique of the subject as applied to profit and non-profit
undertakings; the other, the stressing of professional standards.
Textbooks, lectures, outside reading and problem work develop
the technical principles and make their application. On the pro
fessional side we emphasize the need of education, training and
the spirit of public service. We do not agree with those who
maintain that attorneys at law and certified public accountants
have no need for a background of education equal to that of the
physician.
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Finally the courses feed into a research course. Much remains
to be done. Standards and ratios are few and not thoroughly
tested. Many are still groping in the dark. The university can
begin what the graduate must carry on. “School days must go
on forever. What appears to be the terminus is only a way
station.” Edward N. Hurley recently said: “Accounting is not
only the starting point for every sort of business knowledge, but
also the gauge for every career; and I think it ought to form a part
of the curriculum of every college, so that a college graduate, pro
fessional or otherwise, would have a knowledge of the manage
ment of finance.”
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EDITORIAL
When the first income-tax law was
passed by the congress of the United
States there was a general impression,
which in many cases amounted to a positive affirmation, that
whatever might happen the returns of taxpayers would be re
garded as confidential. One of the earliest objections to the whole
scheme of a direct tax upon income was the likelihood, or perhaps
one should say the possibility, that affairs of purely personal
interest might become public property. This fear was set at rest
by the distinct understanding of both the legislative and adminis
trative ends of the government that there should be no breach of
confidence. So we have gone along for several years paying our
taxes with the best grace possible and have felt little doubt that
the exposition of personal affairs would always remain a matter
between the taxpayer and the department charged with the duty
of collection. It is practically certain that had there not been
positive assurance of secrecy in regard to tax returns the sixteenth
amendment of the constitution would never have been approved
and income-tax legislation would never have passed either house
of congress. It was only because the public was explicitly guar
anteed against publicity that it was possible to bring about our
present system of direct federal taxation. Now, however, the
1924 law ignores all earlier promises and anyone who will may see
the return of any taxpayer. The whole thing appears utterly
objectionable from every standpoint except that of the idly
inquisitive.
And then it must be remembered that
The Foolishness
the amount of income tax paid by any
of It
individual taxpayer is really no indica
tion whatever of a taxpayer’s income. Perhaps if returns were
based upon a series of years and an annual average derived there
from there might be some approximation of an accurate reflection
of the financial position of a taxpayer. But this is not the case.
The Broken
Promise
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The man who pays a tax of $10,000 this year may have paid
$100,000 last year and may pay another $100,000 next year and
yet all the time be in receipt of practically the same income. The
deduction of capital losses is so useful a feature of the law that
taxpayers who understand its application are frequently able to
reduce the amount of taxable income by losses which have really
accrued over a period of years but are charged against the re
ceipts of one year. The wise and cautious taxpayer who has
capital gains is able to avail himself of the 12½% rate of taxation
on such gains. Consequently although there may have been
gains accumulating for years which are returned in one year the
actual amount of tax paid on that account may not have a very
substantial effect upon the total tax. Furthermore, so long as the
federal laws may not levy a tax upon certain classes of securities,
notably those of states or sub-divisions of states, it is quite the
ordinary practice for persons of wealth whose normal and sur
taxes would bring the rate of return from investment to a low
percentage to invest the larger portion of their capital in taxexempt securities. The revenues received from these securities,
of course, do not appear in the tax return. The exemption of
certain securities from taxation and the positive requirement for
the taxation of all earned income above a small minimum have
been the subject of a great deal of discussion in the press and also
in congress. The secretary of the treasury, with the wisdom for
which he is so well known, has endeavored to bring about some
thing like a fair adjustment of the taxes on different classes of
income. But congress will have none of it and anything which
looks like a relief, even if it be no relief, from the burden of taxa
tion on larger incomes, is immediately cast out by the legislators
on Capitol hill. It really makes no great difference to many
members of congress whether a law actually taxes heavily the
larger incomes or not. The great point is that the law shall be so
expressed as to induce the constituent back home to believe that
congress is against the rich and in favor of the poor.

The British Committee on National
Debt and Taxation recently requested
several prominent accountants to sub
mit a statement containing their opinion of the effects of taxation.
The opinion was prepared by Sir Arthur Lowes Dickinson, a
member of the council of the Institute of Chartered Accountants

Effects of
Taxation
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in England and Wales, Sir John Mann, a member of the council of
the Glasgow Institute of Chartered Accountants and Actuaries
and representing the joint committee of councils of the chartered
accountants of Scotland, and George Stanhope Pitt, president of
the Society of Incorporated Accountants and Auditors. These
accounts represented organizations having a total membership of
12,442. The report which was presented is largely confidential
and it is not permissible to publish more than a summary. The
matter, however, is of great importance and much of it will have a
bearing upon questions likely to come before the next session of
congress or before the new congress which will assemble in 1925.
The effects of taxation are largely similar in the United States
and in Great Britain, and indeed in all civilized countries.
The accountants were asked to express their opinions upon the
effects of existing taxation and apparently suggestions for altera
tions were not sought. Under the heading “general effects of
taxation upon trade and industry” the accountants referred to the
theory that taxation should not be a charge upon trade and should
not have effect upon prices, but they go on to say:
“In actual practice, however, high taxation has had a considerable
influence in further raising the prices of commodities. There has been a
scramble for higher wages, salaries and prices, in which only those with
fixed incomes have been unable to take part, and in which old standards
have disappeared; as a general rise of prices due to other causes has de
prived the consumer of basic standards to which he had become accus
tomed over a long period of years. In a few years general prices have
increased up to a maximum of nearly three times those prevailing for many
years before the war and have fallen again to about twice that level.
Under these conditions trade and industry have been apt to consider taxa
tion as part of their costs of production; and have tried with some success
to recoup themselves by raising prices, not only to the extent of the taxa
tion, but so as to include a profit on the taxation. This tendency is, how
ever, limited by the ability of the consumer to pay the prices and by the
effect of competition in keeping prices down.
“The effect of high taxation upon the profits of trade and industry is
considerable. In regard to existing business it causes:
(1) reduced available profits, and, or
(2) increased prices
“ In the former case it directly reduces either or both the amount avail
able for extension of business and the amount distributed to shareholders
and partners, thus in the majority of cases reducing the savings of the
individual taxpayer.
“In the latter case it either:—
(a) forces a corresponding reduction in consumption, i. e., a less de
mand for commodities, and so ultimately reduces production (and
profits) and increases unemployment; or
(b) reduces the savings of the individual consumer available for
investment in business enterprises.
“So far as the profits of an industry are distributed the income tax paid
is passed on by deduction to the owner or holder of the investment. If
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dividends are paid free of tax this is equally true, except that, without
changing the nominal rate, a higher real rate may be distributed than
would otherwise be the case.
"The balance of profits not distributed has borne its share of tax, and the
amount retained in the business is reduced thereby.
"In effect therefore the accumulation of reserves in the business may
be reduced in two ways:
(1) by increased dividends being paid to shareholders to make up for
the high rates of taxation;
(2) by the high taxation paid on the profits not distributed.

The next subject of consideration is the
"effect of taxation on capital available
for industry.” This is followed by the
effect of taxation on savings, on enterprise, on foreign invest
ments, on foreign investors, on exports, the general effect of
death duties and then by a discussion of the relation of taxation
to repayment of the national debt. Under this caption the ac
countants say:

Taxation and
National Debt

“The rate of repayment of debt (both funded and floating) should be
regulated by the excess of production over consumption, that is, by the net
savings of the nation. But allowances must be made for accumulation
of capital (a) to provide for growth of population; (b) to replace capital
lost in the war; (c) to provide for new undertakings; and (d) to permit
improvements in the standard of living.”

And again:
“ Repayment of debt should be steady and continuous in bad times and
good, so as to maintain national credit and tend to bring about a steady
reduction of interest rates; without disturbing the stability upon which the
progress of industry and well-being depends. Slow repayment of debt
retards the recovery of national credit; but quick repayment may deprive
industry of necessary capital and slacken individual effort. Statistics be
fore the committee will doubtless afford a guide for suggesting what is a
reasonable rate of reduction.”

The report then proceeds to considera
tion of the effect of government expendi
tures upon taxation and their effect upon
customs and excise duties on trade and industry. The conclusion
of the report contains the following comment upon the effects of
taxation generally:
Conclusion of the
Matter

"The effect of high taxation is to reduce annual savings, to restrict
enterprise, to drive both domestic and foreign capital out of the country,
to raise domestic prices, to reduce consumption and to discourage thrift.
"It is a sound principle that taxation should be limited to such a pro
portion of the national savings as will permit the accumulation of abso
lutely necessary supplies of additional capital, as well as a steady reduction
of the national debt.
“To attain this object not only must the people practise thrift so as to
increase savings and to repair war waste; but also the government should
exercise the strictest economy in every direction; make every endeavor to
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use anticipated surplus for the purpose of reducing taxation; and avoid or
postpone all expenditure, even upon desirable objects, that is not abso
lutely necessary.
“It is equally necessary that every effort should be put forward by all
classes to increase production, and government policy should be directed
to this end. To what extent government action should regulate or leave
unaffected trade-union policy, which limits individual output, is not a
matter within our compass; though that policy is of far-reaching conse
quence as regards cost of production and ability to compete with imported
articles and also in the foreign markets of the world.
“The loss of capital during the war and the lower production per head,
due to many causes and, in part, to the effects of the war, must tend to
reduce the standard of living; and attempts to increase or even maintain
that standard cannot succeed without greatly increased effort. High
taxation of annual savings does not promote these increased efforts, and
the heavy taxation of large incomes has a specially deterrent effect on new
enterprises.
“Any attempt to tax past savings or to increase the national debt for
objects which the nation cannot afford to carry out from its annual savings
can only aggravate the situation and prevent that recovery which is essen
tial to the restoration of pre-war prosperity. The success of such attempts
must mean a transfer to the government of a part of the capital of trade
and industry and lead to further loss and expense if, as is believed, the
efficiency of government ownership and management must be less than
that of private enterprise.
“Taxation on a scale which must seriously hamper trade and industry
is inevitable as a result of the war. Its ill effects may be increased or
mitigated according to the manner in which the proceeds are employed
and the way in which the burden is distributed. To minimize the effects
of war, reductions in personal expenditure, a high scale of individual effort
and production, and increased savings resulting in additional capital are
necessary. Economy on the part of government and a scale of taxation
which does not reduce the incentive to private savings are, it is submitted,
two essentials which would be most effective in reducing to a minimum the
sacrifices needed to make good the ravages of war.”

It is to be hoped that this extremely important statement will
soon be released for complete publication. The extracts which
we have quoted will indicate the value of the report and also in
directly emphasize the increasingly important influence of the
profession in national affairs. The participation of accountants
in the affairs of the United States and of Great Britain and its
dependencies is spreading with a rapidity which is eminently
gratifying but often overlooked. The effect upon national finance
must be beneficent.
A correspondent who has been much
A Tax on
disturbed because of the provision of the
Thought
income-tax law of 1924 imposing a tax
on donors of gifts inter vivos says a great many things which are
of no particular importance. It is difficult to understand whether
he is in favor of or opposed to the gift tax, but there is one brilliant
saying which should be preserved. He says:
“Without saying anything pro or con about this gift tax—for it is still
all too new—we all must grant it is a big step in some direction. Some
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day in this country they will place a tax on thinking and a lot of our best
citizens are going to be surprised to discover that they will not even have
to file a return.”

Single Partner
ships

The first rule of conduct of the American
Institute of Accountants reads as fol
lows:

A firm or partnership, all the individual members of which are members
of the Institute (or in part members and in part associates, provided all
the members of the firm are either members or associates), may describe
itself as "Members of the American Institute of Accountants,” but a firm
or partnership, all the individual members of which are not members of
the Institute (or in part members and in part associates), or an individual
practising under a style denoting a partnership when in fact there be no
partner or partners or a corporation or an individual or individuals prac
tising under a style denoting a corporate organization shall not use the
designation "Members (or Associates) of the American Institute of
Accountants.”

There seemed to be a certain amount of misunderstanding of
this rule when it was first adopted, but it is being enforced and
members are abstaining from describing themselves as what they
are not. The question, however, frequently arises as to the use of
the designation “certified public accountant,” more especially in
the case of a firm. For example, may Brown and Jones describe
themselves as certified public accountants when only Brown is
certified? Or may John Smith & Co., a concern of which John
Smith, C. P. A., is the only partner, be described as certified public
accountants? In both cases the answer must be No, if the one
who answers is imbued with the right ideals. It is misleading to
describe a firm as certified public accountants unless all the mem
bers of it are certified, and it is equally misleading to designate a
firm in the plural when in fact it is singular. There may be some
unknown reason why the words “and company” are considered
to have greater weight than the mere name of the practitioner,
but there certainly can be no excuse for describing one person as
two or more certified public accountants. It seems that the best
way in which to handle the matter in the case of John Smith & Co.
is to place at one side of the letterhead—of course in these days
there would not be any other form of advertisement —the name of
the head of the firm with the initials C. P. A. appended. This
plan is being adopted by many accounting firms whatever may
be the number of partners.
An important regional meeting of the
Regional Meeting at
Institute is to be held at Toledo on De
Toledo
cember 6th and the committee on ar
rangements has requested that particular attention be drawn to
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the meeting. All who are interested in accounting are urged to
attend. Members of the Institute, of course, are expected to be
on hand if they are anywhere in the vicinity, but it may be well to
emphasize the general nature of the meeting. Regional meetings
are not restricted to those who are members of the organization.
The purpose of a regional meeting is to afford an opportunity for
informal discussion of matters interesting to the profession and to
enable accountants to meet and know each other. Toledo is a
central point for a large industrial area and there are great num
bers of accountants in cities which can be reached in a night’s ride.
The meeting will take place at the Lasalle and Koch auditorium
beginning at 10 o’clock in the morning.
Accountants everywhere in the Englishspeaking world are more or less familiar
with the weekly magazine The Account
ant published by Gee & Co. of London. It is the best known of
weekly accounting publications and its influence has been wide
spread. Even here in America where there are many different ideas
in regard to the practice of accountancy The Accountant has many
subscribers and its opinions are widely read. Now The Account
ant has completed its fiftieth year of publication and the issue of
October 11th is described as a jubilee number. The Journal of
Accountancy congratulates its British contemporary upon its
accomplishments and upon its venerable age and wishes for it an
indefinitely extended term of life and an increasing measure of
success.
Careful students of the pronouncements
The Ideal Bank
of
bankers may occasionally have run
Auditor
across expressions of opinion in regard
to what the public accountant should be and do. It is not alto
gether outside the range of possibility that some bankers have
been slightly overfond of preaching to accountants. Of course,
all this is a thing of the past and the banker and accountant are
working together harmoniously and it is only in the very remote
parts of the country that a banker could be found who would
venture to adopt the didactic tone when addressing a group of
accountants. At least we hope that this is so. Now the ac
countant is beginning to arise from his place at the speakers’
table and inform the banker of some important things. In due
time the sentiments of both the banking and accounting profes443
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sions will have found an average and there will be fair under
standing. Unfortunately, however, there are some employees of
banks who have not always worked harmoniously with public
accountants who have been engaged in bank audit. There have
been accountants who have expressed the opinion that the ideal
bank auditor, meaning by that the internal auditor of the bank,
had not yet been born. Edward E. Gore, speaking at a recent
meeting in Illinois described the ideal bank auditor, who, he says,
should be a rare combination:
“ He should be, first of all, a thorough-going accountant with an intimate
knowledge of banking, extending from the opening of an account to the
payment of a loan, through all the departments that are concerned with
banking transactions. He should be tactful to the end that he may dis
charge his duties without irritation of those with whom he comes in con
tact. He should be able to impress upon all with whom he has dealings
that he is working for the bank and that his own personality is submerged
in the service that he renders. He will have opportunity to use to the full
extent knowledge of securities and their values, of loans and their collecti
bility, of customers’ balance-sheets and the stories that they tell. He
should have inventive capacity in order that he may discover and apply
new methods for the economical handling of the business of his bank.
He should so conduct his work as to make it thoroughly understood by
every other member of the bank’s organization that he is there for the
purpose of protecting the integrity of the bank’s transactions and guarding
it against the losses which would indicate carelessness on the part of its
recording employees and carelessness also on the part of those entrusted
with the handling, lending and investment of its funds. These qualifica
tions would indicate that the bank auditor may well be a man of wide
experience and thorough education in banking as well as one who is utterly
familiar with accounts and their significance. The bank auditor may well
be one of the most important functionaries of the bank. He should be the
repository of knowledge of his bank’s affairs to which those entitled thereto
may have recourse for all information that is desired concerning such
affairs. If a bank auditor, equipped with the experience, knowledge and
personal fitness which has been indicated as necessary, is given the freedom
of action and independence of thought which is his due he can do more to
insure the fidelity of the bank’s employees and the safety of its funds than
any of its other officers or employees.”

From time to time it seems to be neces
sary to draw attention to the question of
accountants’ commissions although we
do not believe that the number of accountants who would accept
commissions can be very large. That there must be some, how
ever, who are so lost to a sense of propriety is indicated by the
efforts which continue to be made by stationery houses and other
commercial organizations. If every accountant would immedi
ately repudiate the whole principle of commission we should
probably have an end of it. It might be a good plan for the ac
countants of the country to enter into an agreement to refrain
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from patronizing any commercial house which offers a commission
to accountants. Perhaps this would be in contravention of the
Sherman act, but we commend it to the consideration of all
accountants who think aright. At the present moment there is
before us a circular letter headed “Special Accountants Com
mission 33⅓ per cent.” It is an interesting letter and we should
like to publish it in full, but we rest content with the following
extracts. It is one of the most pernicious exhibitions of indecency
which we have seen for some time. It will be noted that this
letter is addressed to gentlemen:
“Gentlemen: We have secured the exclusive agency, for the entire
line of the . . . company.
“The . . . line of loose-leaf ledgers, binders, columnar sheets and
ring books comprises one of the largest assortments and highest grade
goods manufactured.
“Believing you are in a position to use a considerable quantity of these
goods when installing systems for your clients we have arranged to allow
public accountants a special discount of 33⅓% from the regular retail price
of these goods. Please remember this is a confidential discount to account
ants and in no instance to be quoted to the customers, otherwise we reserve
the right to immediately cancel your discount.
“You may select the goods personally or bring your client to our store,
goods will be delivered and billed to your customer and check mailed
covering your commission.
“By this arrangement your client pays no more than the regular retail
price of the merchandise, which is less than elsewhere. We offer account
ants this discount to secure their business and compensate them for placing
their orders with us.
“We carry in stock for immediate delivery the largest line of blank
books and loose leaf devices in............ Call and inspect our line, it will
prove mutually advantageous.”

Casting out
“Expert”

A reader writes:

“The appellation ‘expert accountant’ appears
to me incorrect as applied to one who is a pro
fessional public accountant and I doubt if any member of the Institute
would so style himself. Even the courts are drawn into the use of the term
presumably thoughtlessly and on account of its common usage as shown
in your editorial on page 282 of October Journal, where you quote from
a case in the supreme court of Montana. It seems to me that its use
should be omitted entirely in the pages of The Journal and if quoted be
shown in italic or preferably inverted commas. This is just passed along
to you as a suggestion and needs no reply.”

We have an abhorrence of quotation marks and no great affec
tion for italic type, but everyone will agree that the word “expert”
should suffer some kind of punishment. It is becoming so sadly
over-worked and misused that the time is not far distant when
the one who is accused of being an expert will have ground for
action. And when the word “tax” is prefixed, any method of
defense will be justified.
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From an apparently authentic source is derived the information that congress
is receiving many and emphatic protests against the publication of income-tax
returns "from the small taxpayer in small communities where the neighbors
have discovered his income to be less than they had been led to believe.” After
having contemplated the reasons assigned by congress for the enactment of the
publicity provisions of the revenue act of 1924, it would seem that protests
from the small taxpayer must impress some members of congress as being
ingratitude from those whose battle they fought so valiantly. Perhaps nothing
has so focused the public eye upon the subject of income taxes as has the
publication of the lists of taxes paid by individuals and corporations, and the
reaction of the public mind as to this publicity must be quite contrary to that
which was anticipated.
The voters of Florida have just adopted by a great majority a constitutional
amendment providing that
No tax upon inheritances or upon income of residents or citizens of this
state shall be levied by the state of Florida or under its authority.

It would not, perhaps, be accurate to link up the publicity of federal taxes to
the result of the vote in Florida, but it is difficult not to speculate upon the
probable fate of the sixteenth amendment were it to be resubmitted to the

SUMMARY OF RECENT RULINGS
A taxpayer found guilty of making false and fraudulent return and previously
penalized therefor by the bureau of internal revenue was nevertheless indicted
and sentenced. This action was held not to be in error by the United States
court of appeals (Slick v. United States).
A contribution to Palestine Foundation Fund was allowed as a deduction
(board of tax appeals—Appeal of Aaron and Morris Lubell).
Where it may be determined from the face of the pleadings that there was a
hearing on the merits of a given matter, in the absence of fraud or mistake,
the court cannot review the matter; that a succeeding commissioner cannot
overrule the decision of his predecessor, unless such decision was in law erro
neous or tainted with fraud (Spencer Penrose v. Mark A. Skinner, Collector—
United States district court—district of Colorado).
In a court decision a corporation which had acquired its sole assets from a
partnership, issuing its stock therefor, was held to be liable for the taxes
assessed against the partnership, in a case where the agreement by the cor
poration, though not in writing, was sufficiently comprehensive to make it
obligated for the debts of the partnership (United States district court for
southern district of Georgia, western division, in re W. J. Marshall Company,
bankrupt).
Books, papers and records of third persons may be examined by any revenue
agent or inspector where they have a hearing upon any matter required to be
included in the return of any taxpayer, and the pocket warrant held by them
is sufficient authorization {It 2078).
March 1, 1913, value as basis of determining loss upon sale of property,
though said value was greater than cost was held under revenue act of 1918 to
be proper basis for such determination (United States circuit court of appeals
for third district—Ludington v. McCaughn).
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TREASURY RULINGS

(T. D. 3638, September 27, 1924)
Income tax—Inspection of returns
Regulations governing the inspection of returns of individuals, partnerships,
estates, trusts, corporations, associations, joint-stock companies, and in
surance companies, made pursuant to the requirements of section 2, tariff
act of 1913, title I, revenue act of 1916, title II, revenue act of 1917,
titles II and III and section 1000, title X, revenue act of 1918, titlesII
and III and section 1000, title X, revenue act of 1921 and title II and sec
tion 700, title VII, revenue act of 1924—Former regulations bearing on the
same subject superseded

Section 2 of the tariff act of October 3, 1913, imposes an income tax on
individuals, corporations, joint-stock companies or associations, and insurance
companies, and paragraph G (d) of said section provides:
When the assessment shall be made, as provided in this section, the
returns, together with any corrections thereof which may have been made
by the commissioner, shall be filed in the office of the commissioner of
internal revenue and shall constitute public records and be open to inspec
tion as such: Provided, That any and all such returns shall be open to
inspection only upon the order of the president, under rules and regulations
to be prescribed by the_secretary of the treasury and approved by the
president: . . .
Title I of the revenue act of 1916 imposes an income tax on individuals,
estates, trusts, corporations, joint-stock companies, associations, and insurance
companies, and section 14 (b) of said title provides:

When the assessment shall be made, as provided in this title, the returns,
together with any corrections thereof which may have been made by the
commissioner, shall be filed in the office of the commissioner of internal
revenue, and shall constitute public records and be open to inspection as
such: provided, that any and all such returns shall be open to in
spection only upon the order of the president, under rules and regu
lations to be prescribed by the secretary of the treasury and approved by
the president: . . .
Title II of the revenue act of 1917 imposes a war excess-profits tax on
individuals, partnerships, corporations, joint-stock companies, associations,
and insurance companies, and section 212 of said title provides:
That all administrative, special, and general provisions of law, including
the laws in relation to the assessment, remission, collection, and refund of
internal-revenue taxes not heretofore specifically repealed, and not
inconsistent with the provisions of this title are hereby extended and made
applicable to all the provisions of this title and to the tax herein imposed,
and all provisions of title I of such act of September eighth, nineteen
hundred and sixteen, as amended by this act, relating to returns and payment of the tax therein imposed, including penalties, are hereby made
applicable to the tax imposed by this title.

Title II of the revenue act of 1918, title II of the revenue act of 1921, and
title II of the revenue act of 1924 impose an income tax on individuals, estates,
trusts, corporations, associations, joint-stock companies, and insurance com
panies, and section 257 of each of said titles provides that returns—

. . . upon which the tax has been determined by the commissioner
shall constitute public records; but they shall be open to inspection only
upon order of the president and under rules and regulations prescribed by
the secretary and approved by the president: . . .
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Title III of the revenue act of 1918 and title III of the revenue act of 1921
impose a war-profits and excess-profits tax on corporations, associations,
joint-stock companies, and insurance companies, in addition to other taxes
imposed by such acts, and section 336 of each of said titles provides:
That every corporation, not exempt under section 304, shall make a
return for the purposes of this title. Such returns shall be made, and the
taxes imposed by this title shall be paid, at the same times and places, in
the same manner, and subject to the same conditions, as is provided in the
case of returns and payment of income tax by corporations for the purposes
of title II, and all the provisions of that title not inapplicable, including
penalties, are hereby made applicable to the taxes imposed by this title.

Section 1000, title X, of the revenue act of 1918, imposes on corporations,
associations, joint-stock companies, and insurance companies a special excise
tax with respect to carrying on or doing business, and subdivision (d) of said
section provides:
Section 257 shall apply to all returns filed with the commissioner for
purposes of the tax imposed by this section.
Section 1000, title X, of the revenue act of 1921, imposes on corporations,
associations, and joint-stock companies a special excise tax with respect to
carrying on or doing business, and subdivision (c) of the said section provides:
Section 257 shall apply to all returns filed with the commissioner for
purposes of the tax imposed by this section.

Section 700, title VII, of the revenue act of 1924 imposes on corporations,
associations, and joint-stock companies a special excise tax with respect to
carrying on or doing business, and subdivision (c) of the said section provides:
Section 257 shall apply to all returns filed with the commissioner for
purposes of the tax imposed by this section.
Pursuant to these provisions of law the president orders that returns of
individuals, partnerships, estates, trusts, corporations, associations, joint-stock
companies, and insurance companies filed under the provisions of section 2 of
the tariff act of October 3, 1913, title I of the revenue act of 1916, title II of the
revenue act of 1917, titles II and III and section 1000, title X, of the revenue
act of 1918, titles II and III and section 1000, title X, of the revenue act of 1921,
and title II and section 700, title VII of the revenue act of 1924 shall be open
to inspection in accordance and upon compliance with the following rules and
regulations:
1. These regulations deal only with inspection of returns in so far as the
statutes expressly require the approval of the president of regulations on this
subject. Other uses to which returns may be lawfully put, without action by
the president, are not covered by these regulations.
2. The word “corporation,” when used alone herein shall, unless otherwise
indicated, include corporations, associations, joint-stock companies, and in
surance companies. The word “return,” when so used shall, unless otherwise
indicated, include income and profits tax returns, and also special excise tax
returns of corporations filed pursuant to section 1000, title X, of each of the
revenue acts of 1918 and 1921, and pursuant to section 700 of title VII of the
revenue act of 1924.
3. Written statements filed with the commissioner of internal revenue de
signed to be supplemental to and to become a part of tax returns shall be
subject to the same rules and regulations as to inspection as are the tax returns
themselves.
4. Except as hereinafter specifically provided, the commissioner of internal
revenue may, in his discretion, upon written application setting forth fully the
reasons for the request, grant permission for the inspection of returns in
accordance with these regulations. The officers and employees of the treasury
department whose official duties require inspection of returns, and the solicitor
of internal revenue, may inspect any such returns without making such
written application.
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5. The return of an individual shall be open to inspection (a) by the person
who made the return, or by his duly constituted attorney in fact; (b) if the
maker of the return has died, by the administrator, executor, or trustee of his
estate, or by the duly constituted attorney in fact of such administrator,
executor, or trustee; and (c) in the discretion of the commissioner of internal
revenue, by any heir at law or next of kin of such deceased person, upon a
showing that such heir at law or next of kin has a material interest which will
be affected by information contained in the return, or by the duly constituted
attorney in fact of such heir at law or next of kin.
6. A joint return of a husband and wife shall be open to inspection (a) by
either spouse for whom the return was made, upon satisfactory evidence of
such relationship being furnished, or by his or her duly constituted attorney
in fact; (6) if either spouse has died, by the administrator, executor, or trustee
of his or her estate, or by the duly constituted attorney in fact of such adminis
trator, executor, or trustee; and (c) in the discretion of the commissioner of
internal revenue, by any heir at law or next of kin of such deceased spouse,
upon a showing that such heir at law or next of kin has a material interest which
will be affected by information contained in the return, or by the duly consti
tuted attorney in fact of such heir at law or next of kin.
7. The return of a partnership shall be open to inspection (a) by any individ
ual who was a member of such partnership during any part of the time covered
by the return upon satisfactory evidence of such fact being furnished, or by
his duly constituted attorney in fact; (b) if a member of such partnership dur
ing any part of the time covered by the return has died, by the administrator,
executor, or trustee of his estate, or by the duly constituted attorney in fact of
such administrator, executor, or trustee; and (c) in the discretion of the
commissioner of internal revenue, by any heir at law or next of kin of such
deceased person upon a showing that such heir at law or next of kin has
a material interest which will be affected by information contained in the
return, or by the duly constituted attorney in fact of such heir at law or
next of kin.
8. The return of an estate shall be open to inspection (a) by the administrator,
executor, or trustee of such estate, or by his duly constituted attorney in fact;
and (b) in the discretion of the commissioner of internal revenue by any heir at
law or next of kin of the deceased person whose estate is being administered
upon a showing of a material interest which will be affected by information con
tained in the return, or by the duly constituted attorney in fact of such heir at
law or next of kin.
9. The return of a trust shall be open to inspection (a) by the trustee or trus
tees, or the duly constituted attorney in fact of such trustee or trustees; (b) by
any individual who was a beneficiary under such trust during any part of the
time covered by the return upon satisfactory evidence of such fact being fur
nished, or by his duly constituted attorney in fact; (c) if any individual who was a
beneficiary of such trust during any part of the time covered by the return had
died, by the administrator, executor, or trustee of his estate, or by the duly con
stituted attorney in fact of such administrator, executor, or trustee; and (d) in
the discretion of the commissioner of internal revenue by any heir at law or
next of kin of such deceased person upon a showing that such heir at law or next
of kin has a material interest which will be affected by information contained in
the return, or by the duly constituted attorney in fact of such heir at law or
next of kin.
10. The return of a corporation shall be open to inspection by the president,
vice president, secretary, or treasurer of such corporation, or, if none, by any of
its principal officers, upon satisfactory evidence of identity and official position.
11. When the head of an executive department (other than the treasury de
partment), or any other United States government establishment, desires to in
spect or to have some other officer or employee of his branch of the service in
spect a return in connection with some matter officially before him, the inspec
tion may, in the discretion of the secretary of the treasury, be permitted upon
written application to him by the head of such executive department or other
government establishment. The application must be signed by such head and
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must show in detail why the inspection is desired, the name and address of the
taxpayer who made the return, and the name and official designation of the one
it is desired shall inspect the return. When the head of a bureau or office in the
treasury department, not a part of the internal revenue bureau, desires to in
spect a return in connection with some matter officially before him, other than
an income, profits tax, or corporation excise tax matter, the inspection may, in
the discretion of the secretary, be permitted upon written application to him by
the head of such bureau or office, showing in detail why the inspection is desired.
12. In the case of returns or copies thereof furnished by the department for use
in legal proceedings, only such inspection as necessarily results from such use is
permitted.
13. Except as provided in paragraph 12, returns may be inspected only in
the office of the commissioner of internal revenue, Washington, D. C.
14. A person who, under these regulations, is permitted to inspect a return
may make and take a copy thereof or a memorandum of data contained therein.
15. By section 3167, revised statutes, as amended by the revenue act of 1918,
and reenacted without change in section 1311 of the revenue act of 1921 and in
section 1018 of the revenue act of 1924, it is made a misdemeanor for any person
to print or publish in any manner whatever not provided by law any income re
turn, or any part thereof or source of income, profits, losses, or expenditures,
appearing in any income return, which misdemeanor is punishable by a fine not
exceeding $1,000 or by imprisonment not exceeding one year or both, at the dis
cretion of the court, and if the offender be an officer or employee of the United
States, by dismissal from office or discharge from employment.
16. All former regulations issued with the approval of the president in respect
of inspection of returns are hereby withdrawn.
17. These regulations shall remain in force until expressly withdrawn or
overruled.

Executive Order—Inspection of Income-tax Returns
Pursuant to authority conferred upon the president by paragraph G (d), sec
tion 2, of the tariff act of October 3, 1913; section 14 (6), title I, of the revenue
act of 1916; section 212, title II, of the revenue act of 1917; section 257, title II,
section 336, title III, and section 1000, title X, of the revenue act of 1918; section
257, title II, section 336, title III, and section 1000, title X, of the revenue act of
1921; and section 257, title II, and section 700, title VII, of the revenue act of
1924, it is hereby ordered that tax returns filed under section 2 of the tariff act of
October 3, 1913; title I of the revenue act of 1916; title II of the revenue act of
1917; titles II and III and section 1000, title X, of the revenue act of 1918; titles
II and III and section 1000, title X, of the revenue act of 1921; and title II and
section 700, title VII, of the revenue act of 1924, shall be open to inspection in
accordance and upon compliance with rules and regulations prescribed by the
secretary of the treasury and approved by me, bearing even date herewith.

Calvin Coolidge.
The White House, September 27, 1924.
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Edited by H. A. Finney
Several requests have been received for a solution of the following problem,
which involves a number of interesting points in consolidations.

PROBLEM
The Holding Company, a corporation organized under the laws of the state
of Ohio, owns the entire common stock of The Manufacturing Company, 2,000
shares of its preferred stock and 60% of the common stock of The Steel Com
pany.
The common stock of the subsidiary companies was acquired by the ex
change of shares of The Holding Company as follows:

40,000 shares ($4,000,000) common stock of the Holding Company were
exchanged for 10,000 shares of The Manufacturing Company’s common
stock, having a par value of $1,000,000 and a book value of $150 per
share or $1,500,000.
22,500 shares ($2,250,000) common stock of The Holding Company were
exchanged for 4,500 shares of The Steel Company’s common stock, hav
ing a par value of $450,000 and a book value of $125 per share or
$562,500.
The stocks so acquired have been entered on the books of The Holding Com
pany at the par value of The Holding Company’s capital stock issued in ex
change for same.
Subsequently stock dividends were received on these stocks as follows:
The Steel Co.—33⅓% on Oct. I, 1923, or $150,000 par value.
The Manfg. Co.—50% on June 30, 1923, or $500,000 par value.
No entry has been made on the books of The Holding Company for these
stock dividends.
On July 1, 1923, The Holding Company purchased 2,000 shares, par value
$200,000 of the preferred stock of The Manufacturing Company, ex-dividend,
at face value.
The Holding Company also owns the following securities:
$250,000 par value 6% bonds—The Manufacturing Company, purchased
at par value.
$1,000,000 par value 6% bonds—The Steel Company, purchased at 95
and carry same at cost.
$100,000 face value note of The Manufacturing Company, dated Novem
ber 1, 1923, at 6% interest.
No accrued interest has been provided for on the books of The Holding Com
pany at December 31, 1923, on the following:
$250,000 bonds—6 mos......................................@
6%
1,000,000 bonds—3 mos................................... @
6%
100,000 Note Rec.—2 mos............................... @
6%
The Holding Company has outstanding its collateral notes dated October 1,
1923, at 6%, amounting to $1,250,000, secured by the pledge of the $250,000
par value of bonds of The Manufacturing Company, $1,000,000 par value of
bonds of The Steel Company, and $200,000 par value of the preferred shares of
The Manufacturing Company.
No accrued interest has been provided on the books of The Holding Com
pany on the $1,250,000 of collateral notes. Interest at 6% for 3 months.
The Holding Company has outstanding its note payable of $300,000, upon
which the interest at 6% has been paid in advance from December 31, 1923, to
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March 1, 1924, the due date. No prepaid interest has been provided for on
the books of The Holding Company for this item.
A dividend of 3% on the outstanding capital stock was declared by the di
rectors of The Holding Company on December 27, 1923, payable on January
15, 1924. No liability for such declaration was entered on the books at De
cember 31,1923.
The Manufacturing Company and The Steel Company have unpaid divi
dends at December 31, 1923, but the proportion of such unpaid dividends has
not been taken up on the books of The Holding Company. The proportions
accruing to The Holding Company are as follows:

The Manufacturing Company—
15,000 shares Common—10%..............................................
$150,000
2,000 shares Preferred—7%...................................................
7,000
(6 mos. to Dec. 31, 1923.)
The Steel Company—
6,000 shares Common—10%................................................
60,000
Total........................................................................................

$217,000

The Manufacturing Company purchases a portion of its raw material from
The Steel Company at regular sales prices, which gives that company a net
profit of 15% on these sales and at December 31, 1923, there was included in
the inventory of The Manufacturing Company, material thus purchased as
follows:

Raw Material....................................
In Process and Finished merchandise.........................................

Total..........................

$326,900
126,300

$453,200

You are given the post-closing trial balances of The Manufacturing Company
and The Steel Company, and the pre-closing trial balance of The Holding
Company, all of which have been audited by you. After providing for all
accruals and prepayments mentioned, you are required:
First. To make, from the information given, the adjustments necessary to
close the books of The Holding Company and prepare a balance-sheet and sur
plus account of that company. (No adjustment or accrual of taxes need be
made.)
Second. To prepare a consolidated balance-sheet and surplus account of
The Holding Company and its subsidiaries, showing the equitable interest of
the minority shareholders.
Third. To submit your working sheets.

Post-Closing Trial Balance
December 31, 1923

Manufacturing Co.
Dr.
Cr.
Accounts receivable:
Customers........
The Manufacturing
Co..........................
Accounts payable:
Purchasers, etc........
The Steel Co.............
Allowance for doubtful
accounts...............
Accrued interest, taxes,
etc..........................
Bonded debt................

The Steel Company
Dr.
Cr.
$537,116

$729,867

126,721

$447,808
126,721
15,474
24,214
250,000
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Buildings......................
Capital stock — com
mon .......................
Capital stock—7% pre
ferred ....................
Cash.............................
Cash, unexpended pro
ceeds from bond is
sue.........................
Discount on bonds.. ..
Inventory—raw mate
rial.........................
Inventory — finished
and process..............
Jigs, dies and tools. . . .
Land.............................
Machinery and equip
ment .....................
Notes payable..............
Notes receivable..........
New plant site—un
completed.............
Office furniture and
fixtures.....................
Prepaid insurance, int.,
etc..............................
Reserve for accidents
and insurance..........
Reserve for deprecia
tion ........................
Dividends payable Jan.
1, 1924......................
Surplus.........................

1,000,000

426,603

198,985

293,895
49,375
754,618

308,347

358,392
225,044
264,770

285,298

73,431

1,037,266

564,549

325,000
71,306

260,000

50,813

656,105

8,096

21,604
17,512

26,594

/

28,875

Analysis

of

141,012

64,235

185,000
301,778

100,000
551,940

$4,345,882

$3,422,372

$3,422,372

Surplus Account
Cr.
$743,787
477,991

Dr.

Balance Jan. 1,1923...
Net profit for year 1923
Less Dividends—
6-30-23 Pfd. stock
cash........
Com. stock
cash........
Com. stock
in stock..
10- 1-23 Com. stock
in stock..
12-31-23 Pfd. stock
cash........
Com. stock
cash........

$1,000,000

$1,500,000

$4,345,882

Total.....................

The Steel Company
Dr.
Cr.
$243,047

Manufacturing Co.
Dr.
Cr.
$438,900

Dr.

Cr.
$448,670
565,770

$35,ooo

200,000

$112,500

500,000

250,000
35,ooo

150,000

100,000

Total.....................
Balance, Dec. 31, 1923

$920,000
301,778

$462,500
551,940

Total.....................

$1,221,778

$1,221,778

453

$1,014,440

$1,014,440

The Journal of Accountancy
Pre-Closing Trial Balance
The Holding Company
December 31, 1923

Dr.

Bonds owned:
The Manufacturing Company..........................
The Steel Company (Note A)..........................
Cash.............................................................................
Collateral trust notes.................................................
(Secured by deposit of bonds and preferred
stock)...........................................................
Capital Stock authorized..........................................
Capital stock unissued..............................................
Investments:
Common stock—The Manufacturing Co............
Common stock—The Steel Company.............
Preferred stock—The Manufacturing Co.......
Notes payable............................................................
Notes receivable—The Manufacturing Co.............
Surplus........................................................................
Dividends received....................................................
Dividends paid July 1st—3%..................................
Administrative expenses...........................................
Taxes paid....................................... .........................
Interest received on obligations of The Manufac
turing Company.....................................................
Interest paid...............................................................

4,000,000
2,250,000
200,000

Total....................................................................

$9,393,950

Cr.

$250,000
950,625
162,240

$1,250,000
7,500,000

1,250,000

300,000
100,000
63,950
267,500

187,500
15,100
14,985

12,500

13,500
$9,393,950

(Note A)—Includes cost of bonds, $950,000, plus $625, representing portion
of discount on 20 year bonds amortized for three months, the even amount
of $625 being used for convenience as the correct amount for this period.
SOLUTION

The first requirement of the problem is to prepare adjusting journal entries
for The Holding Company’s books preparatory to setting up a balance-sheet
and surplus account for that company.
A holding company has the option of carrying its stock investments in sub
sidiary companies at cost (and taking up dividends as income), or of taking up
its share of the subsidiary profits as income and treating dividends as a reduc
tion of the investment. This holding company has elected to follow the first
procedure, and its balance-sheet at December 31, 1923 will therefore be pre
pared in accordance with its practice.
It is to be noted, however, that this practice does not result in a showing of a
surplus in the holding company’s balance-sheet which truly reflects the holding
company’s income from the ownership of the subsidiary, because the dividends
declared by the subsidiary subsequently to the acquisition of the stock by the
holding company may be, and almost invariably are, greater or less than the
profits earned during the same period. Hence if the holding company follows
the practice of carrying its investments in stock at cost, its surplus is not a true
measure of its accumulated earnings. This fact can be clearly seen by com
paring the surplus shown in the holding company’s balance-sheet (not con
solidated) with the surplus shown in the consolidated balance-sheet. The
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surplus in the consolidated balance-sheet is a true statement of surplus because
it includes the correct amount of the holding company’s earnings from the
investments in subsidiaries.
In order to bring out this point clearly, it seems advisable for purposes of
this article (although it would not be done in an examination) to also prepare
a balance-sheet of the holding company giving effect to subsidiary profits as
an addition to the holding company’s surplus and investment accounts, and
giving effect to subsidiary dividends as a deduction from the investment ac
counts. The solution will therefore consist of the following:
Working papers, adjusting entries and balance-sheet of the holding com
pany alone, on the basis of carrying the investment accounts at cost.
Consolidated working papers and balance-sheet, using the balance-sheet of
the holding company in which the investments are carried at cost.
Consolidated surplus statement.
Working papers to adjust the holding company’s accounts for the prepara
tion of a balance-sheet of the holding company alone including in its
surplus its share of the earnings of the subsidiary; combined with con
solidated working papers showing the method of preparing a consoli
dated balance-sheet when the holding company takes up its share of
subsidiary earnings.
Balance-sheet of the holding company alone, showing the same surplus
as in the consolidated balance-sheet, as a result of adjusting the holding
company’s accounts to take up its proportions of subsidiary earnings.

Following are the working papers for the preparation of the balance-sheet of
the holding company alone, in which the investments are carried at cost. The
adjustments are keyed to the journal entries, which are required by the prob
lem, and which follow the working papers:

Adjusting Journal Entries
Holding Company’s Books—December 31, 1923
A—Accrued interest receivable................................
$7,500.00
Interest on obligations of Mfg. Co............
$7,500.00
Accrued interest for 6 months at 6% on
$250,000 of bonds.
B—Accrued interest receivable................................
15,000.00
Interest on obligations of Steel Co........
15,000.00
Accrued interest for 3 months at 6% on
$1,000,000 of bonds.
C—Accrued interest receivable................................
1,000.00
Interest on obligations of Mfg. Co............
1,000.00
Accrued interest for 2 months at 6% on
$100,000 note receivable.
D—Interest paid........................................................
18,750.00
Accrued interest payable.............
18,750.00
Accrued interest at 6% for 3 months on
$1,250,000 of collateral notes.
E—Prepaid interest...................................................
3,000.00
Interest paid.................................
3,000.00
Prepaid interest at 6% on note payable of
$300,000 from December 31, 1923 to March
1, 1924.
F—Dividends declared, Dec. 27..............................
187,500.00
Dividends payable.......................
187,500.00
Dividends of 3% declared December 27,
1923, payable January 15, 1924.
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Adjustments
Bonds owned— The Manufacturing
Company .....................................
$250,000
950,625
Bonds owned— The Steel Company
162,240
Cash .....................................................
$1,250,000
Collateral trust notes .........................
7,500,000
Capital stock authorized...................
Capital stock unissued....................... 1,250,000
Investments........................................
Common stock — The Manufac
turing Company .........
4,000,000
Common stock— The Steel Com 
pany .............................
2,250,000
Preferred stock— The Manufac
turing Company .........
200,000
300,000
Notes payable ....................................
Notes receivable— The Manufactur
ing Company ..............................
100,000
Surplus................................................
63,950
267,500
$217,000 G
Dividends received (and receivable)
187,500
$187,500 F
Dividends paid (and payable) ..........
15,100
Administrative expenses....................
Taxes paid ..........................................
14,985
7,5oo A
12,500
Interest on obligations of Mfg. C o. . .
1,000 C
3,000 E
13,500
18,750 D
Interest paid .......................................
Accrued interest receivable— Mfg.
7,500 A
Co. bonds ....................................
Accrued interest receivable— Steel
15,000 B
Co. bonds ....................................

December 31, 1923

at

C ost
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29,250

$15,100
14,985
21,000

$484,500

Profit and Loss

T he H olding Company
B alance-sheet W orking P apers— I nvestments C arried

15,000

7,5oo

375,000 S

100,000

200,000

2,250,000

4,000,000

1,250,000

$250,000
950,625
162,240

63,950 S

300,000

$1,250,000
7,500,000

Balance-sheet
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Interest on obligations of Steel C o. . .
Accrued interest receivable— Mfg.
Co. note ...........................................
Accrued interest payable— collateral
notes ................................................
Prepaid interest..................................
Dividends payable .............................
Dividends receivable— Mfg. Co. com
mon ..............................................
Dividends receivable— Mfg. Co. pre
ferred ...............................................
Dividends receivable— Steel Co .......
Net profit............................................
$9,393,950 $9,393,950 $449,750

7,000 G
60,000 G

150,000 G

3,ooo E

1,000 C

$449,750

187,500

F

18,750 D

15,000 B

7,000
60,000

150,000

3 ,000

1,000

$520,500 $520,500 $9,781,365

461,165

15,000

$9,781,365

461,165 S

187,500

18,750
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G—Dividends receivable—Mfg. Co. common........ $150,000.00
7,000.00
Dividends receivable—Mfg. Co. preferred....
60,000.00
Dividends receivable—Steel Co..................
$217,000.00
Subsidiary dividend income.......................
To record holding company’s portions of
subsidiary dividends declared prior to De
cember 31, 1923.

The Holding Company
Balance-sheet—December 31, 1923
ASSETS

Current Assets:
Cash.....................................................................
$162,240
Notes receivable—the Manufacturing Com
pany .............................................................
100,000
Accrued interestreceivable................................
23,500
Dividends receivable.........................................
217,000
----------------Investments in Subsidiary Companies:
Bonds:
Manufacturing Company, 6%, par value
and cost...................................................
$250,000
Steel Company, 6%, par value $1,000,000;
cost plus amortized discount................
950,625
Stock:
Manufacturing Company common—100%
interest, 15,000 shares, par value $1,500,000; cost..................................................
4,000,000
Manufacturing Company preferred—20%
interest, 2,000 shares, par value and cost
200,000
Steel Company common—60% interest,
6,000 shares, par value $600,000; cost.... 2,250,000
----------------Deferred Charges:
Prepaid interest..........................................

$502,740

7,650,625
3,000
$8,156,365

LIABILITIES

Current Liabilities:
Notes payable....................................................
Dividends payable.............................................
Accrued interest.................................................

$300,000
187,500
18,750
-----------------

Fixed Liabilities:
Collateral trust notes, 6%, dated October 1,
1923, secured by pledge of $250,000 par
value of bonds of The Manufacturing Com
pany, $1,000,000 par value of bonds of The
Steel Company, and $200,000 par value of
preferred stock of The Manufacturing Com
pany.............................................................
Capital:
Capital stock:
Authorized..................................................
$7,500,000
Less unissued..................................................
1,250,000

Outstanding....................................................
Surplus................................................................
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$6,250,000
150,115
—--------------

$506,250

1,250,000

6,400,115
$8,156,365
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The Holding Company
Statement of Surplus Account for the Year Ended December 31, 1923
Balance, January 1, 1923.................................................
$63,950
Net profit and income for the year.................................
461,165
Total................................................................................
Less dividends:
Paid July 1, 1923.......................................................
Declared December 27, 1923....................................

$525,115
$187,500
187,500
--------------

Balance—December 31, 1923..............................................................

375,ooo
$150,115

Attention is directed to the amount of surplus shown by the holding com
pany’s books on the basis of carrying the stock investments at cost and taking
up as income only the dividends received, and to the larger amount of surplus
shown in the consolidated balance-sheet, and in the balance-sheet of the holding
company alone prepared on the basis of the holding company’s taking up its
proportion of the earnings of the subsidiary.
Following are the working papers for the preparation of a consolidated bal
ance-sheet, using the foregoing balance-sheet of the holding company:

Key

to

Eliminations

A—Par of Manufacturing Company common stock eliminated from the
investment account and from the subsidiary’s capital stock account.
Note 1
B—Par of Manufacturing Company common stock received as a dividend
eliminated from the investment account and from the subsidiary’s
stock account. As the book value of the original purchase was 150
per share at the date of acquisition, the elimination of $1,500,000 par
of stock eliminates the entire book value as of the date of acquisition,
and leaves a remainder representing the goodwill in the stock pur
chase. As $500,000 of the surplus has been transferred to the sub
sidiary’s capital-stock account by the issue of the stock dividend, and as
this $500,000 has been eliminated from the subsidiary’s capital
stock account, it is not necessary to make any elimination from the
subsidiary’s surplus.
C—Par of Steel Company common stock eliminated from the investment
account and from the subsidiary’s capital-stock account.
D—Par of Steel Company common stock received as a dividend eliminated
from the investment account and from the subsidiary’s stock account.

Note 2
E—It was necessary to eliminate the par of the stock dividend from the
subsidiary’s capital-stock account, and hence from the investment
account. But the subsidiary’s surplus at the date of acquisition was
only $187,500, and 60% of this amount is $112,500, the amount of
surplus applicable to the purchased stock. Hence, since an elimina
tion of $150,000 was made from the investment account for the par
of the stock dividend, a credit must be made in the elimination column
for $37,500, the excess of the stock dividend elimination over the
$112,500 surplus at acquisition.

Note 3 F—Par of preferred stock eliminated from investment account and sub
sidiary capital-stock account. If the preferred stock were partici-
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Bonds owned:
The Manufacturing Company .............................................
The Steel Company ...............................................................
Cash .............................................................
Cash— unexpended proceeds from bond issue............................
Capital stock unissued..................................................................
Investments:
Common Stock — The Manufacturing Company— 100% .
Eliminate book value at acquisition :
Par of stock originally purchased................................
Par of stock dividend (Note 1) ....................................
Goodwill..............................................................................
Common Stock — The Steel Company— 60% .....................
Eliminate book value at acquisition:
Par of stock originally purchased............................
Par of stock dividend (Note 2) ....................................
Surplus .............................................................................
Goodwill..............................................................................
Preferred stock— Manufacturing Company.......................
Eliminate (Note 3) ............................................................
Notes Receivable— The Manufacturing Company ...................
Accrued interest receivable— Mfg. Co. bonds............................
Accrued interest receivable— Steel Co. bonds............................
Accrued interest receivable— Mfg. Co. notes receivable..........
Prepaid interest..............................................................................
Dividends receivable— Mfg. Co. common..................................
Dividends receivable— Mfg. Co. preferred.................................

Assets
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100,000
7,500
15,000
1,000
3,000
150,000
7,000

200,000

2,250,000

4,000,000

1,250,000

162,240

$250,000
950,625

Holding
Company

December 31, 1923

$426,603

Company

Manufactoring

$198,985
293,895

Steel
Company

C ost

1,000,000 A
500,000 B

$250,000 G
950,625 I

Eliminations

at

K

F

150,000 M
7,000 N

7,500 H
15,000 J
1,000 L

200,000
100,000

450,000 C
150,000 D
37,500 E*

H olding Company and Subsidiaries
C onsolidated Balance-sheet W orking P apers—Stock I nvestments C arried

3,000

1,687,500 G

2,500,000 G

$787,828
293,895
1,250,000

C. B. S.
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Machinery and equipment...........................................................
Notes receivable.............................................................................
New plant site uncompleted (Note 6) ........................................
Office furniture and fixtures.........................................................
Prepaid insurance, interest, etc ...................................................

Land ........................ ........................................................................

Dividends receivable— Steel Co. common..................................
Accounts receivable— customers..................................................
Accounts receivable— The Mfg. Co .............................................
Buildings.................... ...................................................................
Inventory— raw material..............................................................
Inventory— finished and in process............................................
Discount on bonds.........................................................................
Jigs, Dies and tools ........................................................................

$9,406,365

60,000

438,900

$4,345,882

17,512

21,604

225,044
264,770
1,037,266
71,306

358,392

$3,422,372

26,594

8,096

73,431
564,549
50,813
656,105

308,347
285,298
49,375

126,721
243,047

754,618

537,116

729,867

$3,979,721

49,375 I

126,721P

60,000O

$13,194,898

29,700
44,106

1,601,815
122,119
656,105

225,044
338,201

681,947
1,062,965
643,690

1,266,983
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Holding
Company

Manu
facturing
Company
Steel
Company

C ost

Eliminations

at

Collateral trust notes..................................................................... $1,250,000
Capital stock:
Holding Company ..................................................................
7,500,000
$1,500,000
Manufacturing Company— common...................................
Eliminate holding company’s holdings:
$1,000,000 A
Original purchase...........................................................
500,000 B
Stock dividend (See Note 1) ........................................
$1,000,000
Steel Company— common.....................................................
Eliminate holding company’s holdings:
450,000 C
Original purchase...........................................................
150,000 D
Stock dividend (See Note 2) .........................................
Minority interest................................................................
1,000,000
200,000 F
Manufacturing Company— preferred (See Note 3) ...........
Accrued interest payable — collateral notes ................................
18,750
Dividends payable:
187,500
Holding Company ..................................................................
150,000 M
185,000
Manufacturing Company ......................................................
7,000 N
60,000 O
100,000
Steel Company .......................................................................
447,808
409,962
Accounts payable ...........................................................................
126,721
126,721 P
Accounts payable to Steel Co .......................................................
2,500
Allowance for doubtful accounts .................................................
15,474
Accrued Interest, taxes, etc. :
7,500 H
Manufacturing Company ......................................................
24,214
1,000 L
15,000 J
Steel Company .......................................................................
33,735

Liabilities

December 31, 1923

H olding C ompany and Subsidiaries
C onsolidated Balance-sheet W orking P apers (Continued)—Stock I nvestments Carried
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18,735

15,714

17,974

40,000
857,770

28,000

187,500

18,750

400,000 M
800,000 M

7,500,000

$1,250,000

C.
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150,11 5

300,000

301,778

141,012

325,000
28,875

250,000

55 1,940

64,235

1,000,000
260,000

$9,406,365
$4,345,882

$3,422,372

Holding Company’s share of earnings since acquisition
(See Note 5) ...............................................................

Bonded debt:
Manufacturing Company ..............................................
Steel Company ...............................................................
Notes payable .................................................................................
Reserve for accidents and insurance...........................................
Reserve for depreciation...............................................................
Surplus:
Holding Company ..........................................................
Reserve for inter-company profit in inventories
60% of 15% of $453,200 (See Note 4) ........
Remainder..............................................................
Manufacturing Company (See Note 1) ......................
Steel Company...............................................................
Minority interest— 40% of present surplus....................
Eliminate holding company’s 60% of surplus
of $187,500 at acquisition....................
$112,500
Less stock dividend eliminated from capi
tal stock (See Note 2) ........................
150,000
250,000 G

K

$3,979,721

37,500 E*

100,000

1,000,000 I

$13,194,898

368,664 S

220,776 M

40,788
109,327 S
301,778 S

28,875
205,247

785,000
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pating it would be necessary to allocate a portion of the surplus to the
preferred stock, but the fact that the preferred stock has received
only 7% dividends while the common stock has received dividends at
a higher rate indicates that the preferred stock is non-participating.
G—Bonds of the Manufacturing Company eliminated from the asset and
liability accounts.
H—Accrued interest on Manufacturing Company bonds eliminated.
I—Holding Company’s investment in bonds of the Steel Company, $950,625,
eliminated against the carrying value of the liability on the subsidiary’s
books (par of bonds $1,000,000 less discount $49,375).
J—Accrued interest on Steel Company bonds eliminated.
K—Notes receivable of the Manufacturing Company eliminated.
L—Accrued interest on above notes eliminated.
M—Dividends receivable from Manufacturing Company eliminated.
N—Dividends receivable from Manufacturing Company eliminated.
O—Dividends receivable from Steel Company eliminated.
P—Liability of Manufacturing Company to Steel Company eliminated.
Note 4

Since the Holding Company owns only 60% of the stock of the Steel Com
pany (which makes a profit on sales to the Manufacturing Company, the
reserve set up for inter-company profits in inventories is only 60% of the
total unrealized profit. Many accountants would set up a reserve for 100%
of the unrealized inter-company profit, but since the holding company
takes up only 60% of the Steel Company profit in the consolidated surplus,
it takes up only 60% of this unrealized profit, and it does not seem to the
present writer to be proper to take out of the consolidated surplus a larger
amount of profit than the holding company takes up.
Note 5

The holding company’s share of earnings from the Steel Company, $368,664,
may be proved as follows:
Present surplus of the subsidiary................................................. $551,940
Add surplus transferred to capital stock by payment of stock
dividend subsequently to date of acquisition of stock by
holding company....................................................................
250,000

Total................................................................................................
Deduct surplus of subsidiary at date of original purchase of
stock.........................................................................................

$801,940
187,500

Excess of earnings of subsidiary since date of acquisition over
amount of cash dividends...................................................... $614,440
Multiply by per cent of stock owned..........................................
60%

Holding company’s share of subsidiary profits not transferred
to holding company as dividends......................................... $368,664
Note 6
The cost of the uncompleted plant site is the exact difference between the
amount of cash received from the bonds (par less discount) and the unex
pended cash. Hence it is apparent that the property account has not been
charged with any of the interest or amortized discount on the bonds. If
this had been done a question would have arisen as to the necessity of
creating a reserve for inter-company profit on construction, as the interest
which would thus have been capitalized would have been taken up as
income by the holding company, which owned the bonds.
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The Holding Company

and

Subsidiaries

Consolidated Balance-sheet—December 31, 1923
ASSETS

Current assets:
Cash.........................................................
$787,828
Unexpendedproceeds from bond issue
293,895
Notes receivable.....................................
122,119
Accounts receivable.................................. $1,266,983
Less allowance for doubtful accounts
17,974
- 1,249,009
Inventories:
Raw material.........................................$1,062,965
Finished and in process...................
643,690

Total...................................................$1,706,655
Less reserve forinter-company profit
40,788
-------------- 1,665,867
Fixed assets:
----------- $4,118,718
Land........................................
$338,201
Buildings................................ $681,947
Machinery and equipment .. 1,601,815
Jigs, dies and tools.................
225,044
Office furniture and fixtures
29,700
-------------- $2,538,506
Less reserve for depreciation................
205,247
-------------$2,333,259
New plant site—uncompleted...............
656,105
----------3,327,565
Goodwill...........................................................
4,187,500
Deferred charges:
Prepaid insurance, interest, etc.......

47,106
$11,680,889

LIABILITIES

Current liabilities:
Accounts payable............................
Notes payable.........................................
Accrued interest, taxes, etc...................
Dividends payable.................................

$857,770
785,000
53,199
255,500
-----------

Fixed liabilities:
Collateral trust notes, 6%, dated October 1, 1923, secured by
pledge of $250,000 par value of bonds of The Manufactur
ing Company, $1,000,000 par value of bonds of The Steel
Company, and $200,000 par value of preferred stock of
The Manufacturing Company...................................
Reserve for accidents and insurance....................................................
Stock
Surplus
Total
Minority interests:
Manufacturing Company. . $800,000
$800,000
Steel Company....................
400,000 $220,776 620,776

$1,951,469

1,250,000
28,875

1,420,776

Total................................... $1,200,000
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Capital:
Capital stock:
Authorized......................................... $7,500,000
Less unissued...................................... 1,250,000
------------ $6,250,000
Surplus.....................................................
779,769

$7,029,769
$11,680,889

The Holding Company

and Subsidiaries, The Manufacturing
and The Steel Company

Company

Consolidated Surplus Statement for the Year Ended December 31, 1923
Balance, January 1, 1923:
Holding Company......................................................
$63,950
Manufacturing Company:
Total surplus, January 1, 1923........................ $743,787
Deduct surplus at date of purchase of stock by
holding company................................................
500,000
Profits, earned between date of purchase and
January 1, 1923, in excess of dividends.......
243,787
Steel Company:
Total surplus, January 1, 1923........................
448,670
Deduct surplus at date of purchase of stock by
holding company................................................
187,500
Profits, earned between date of purchase and
January I, 1923, in excess of dividends...... $261,170
Holding company’s share......................................
60%

Total consolidated surplus, January 1,1923
Profits for the year ended December 31, 1923:
Dividends on preferred stock of Manufacturing
Company.....................................................
$7,000
Profits applicable to common stock of Manufactur
ing Company:
Less dividends on preferred..........

$464,439

70,000

Profits applicable to common ....
Profits on stock of Steel Company:

Holding company’s share..............

156,702

$407,991

60%

339,462

Total......... ...........................................
$754,453
Excess of Holding Company’s expenses over income
other than on subsidiary stocks.......................
23,335

Total....................................................................................
Deduct: Reserve for inter-company profit in inventories
Dividend declared by holding company.........
Balance, December 31, 1923.............................................

$40,788
375,000

731,118

$1,195,557

415,788

$779,769

We shall next consider the method of preparing a balance-sheet for the hold
ing company on the basis of treating as income the holding company’s propor
tion of the earnings of the subsidiaries, and treating as a deduction from
the carrying value of the investments all dividends declared by the subsid-
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iaries. The holding company should adjust its accounts by making entries as
follows:
Debit the investment account (for each issue of common stock) and credit
surplus for its share of the total earnings of the subsidiary since the date
of purchase of the stock.
Debit surplus and credit the investment account for the dividends re
ceived on the common stock.

But this can not be done because there is no information as to profits and
dividends prior to January 1, 1923. All that is known is the excess of the earn
ings over the dividends; hence the same object which would have been ac
complished by the journal entries indicated above will be accomplished by
debiting the investment account and crediting surplus with the excess of the
holding company’s proportion of subsidiary earnings over the dividends de
clared by the subsidiaries. This is done in the following working papers.
These working papers serve two purposes; in the first place they provide the
adjusted figures for the preparation of a balance-sheet of the holding company
in which the surplus includes all earnings from subsidiaries instead of merely
the dividends; and in the second place they show the method of making the
consolidated balance-sheet when the holding company has taken up all earn
ings.
The holding company’s balance-sheet follows the working papers. The
figures in the consolidated balance-sheet column of the working papers are not
assembled in a balance-sheet as such a balance-sheet would be identical with
the one already shown.

The Holding Company
Balance-sheet—December 31, 1923
ASSETS

Current assets:
Cash............................................................................. $162,240
Notes receivable—The Manufacturing Company..
100,000
Accrued interest receivable.......................................
23,500
Dividends receivable.................................................
217,000
Investments in subsidiaries:
Bonds:
Manufacturing Company, 6%, par value and cost $250,000
Steel Company, 6%, par value $1,000,000; cost
plus amortized discount................................
950,625
Stock:
Manufacturing Company preferred—20% in
terest, 2,000 shares, par value and cost.........
200,000
Manufacturing Company common—100% in
terest, 15,000 shares, par value $1,500,000;
cost plus accumulated earnings.......... ............ 4,301,778
Steel Company common—60% interest, 6,000
shares, par value $600,000; cost plus ac
cumulated earnings...........................................2,618,664
----------Deferred charges:
Prepaid interest..................................................

8,321,067
3,000

$8,826,807
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3 1,19 2 3 ...

$301,778

value :
Capital stock .................
Surplus ...........................
Goodwill.............................

Excess........... $301,778
Adjusted balance ..............
Eliminate present book

Surplus at ac
quisition.. . 500,000

Total ............. $801,778

Add stock
dividend.. . 500,000

$301,778 a

4 ,301 ,778

1,250,000

950,625
162,240

$250,000

$426,603

293,895
1,250,000

293,895

2,500,000

$787,828

$198,985

Adjusted B alance-sheet of the H olding C ompany, I ncluding I ts Share of S ubsidiary
E arnings in S urplus—and Consolidation
December 31, 1923
Manu
Holding Company
C. B. S.
After
facturing
Steel
Before
Adjustments
Adjustment Company Company
Adjustment
Dr.
Cr.

an

Assets
Bonds owned :
The Manufacturing Company $250,000
The Steel Company......
950,625
Cash ...............................................
162,240
Cash— Unexpended proceeds from
bond issue..............................
Capital stock unissued................. 1,250,000
Investments:
Common stock— The Manu
facturing Co.— 100% .... 4,000,000
Adjustment to take up
profits in excess of cash
dividends since acquisi
tion :
Surplus— Dec.

W orking P apers
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$551,940

$801,940

Total .............

469

551,940...
Goodwill.................
Preferred stock— The Manu
facturing Co ..........
Notes receivable— The Manufac
turing Co ................................
Accrued interest receivable—
Mfg. Co. bonds.....................
Accrued interest receivable— Steel
Co. bonds........ .....................
Accrued interest receivable— Mfg.
Co. notes ...............................
Prepaid interest............................
Dividends receivable...................
Accounts receivable— customers .
Accounts receivable— Mfg. C o. ..

Excess ........... $614,440
60% thereof .
Adjusted balance .
Eliminate present book
value :
Capital stock .................
Surplus— 60% of

Surplus at ac
quisition.. . 187,500

Add stock div 
idend ..... 250,000

3 1,19 2 3 ...

Common stock— The Steel
Co.— 60% ......................
Adjustment to take up
profits in excess of cash
dividends since acquisi
tion:
Surplus— Dec.

7,500
15,000

1,000
3,000
217,000

7,5oo
15,000
1,000
3,000

217,000

100,000

100,000

2,618,664

200,000

368,664 b

200,000

2,250,000

729,867

537,116
126,721

E

126,721 L

217,000K

1,000 I

15,000J

7,500 I

100,000H

200,000G

331,164 F

600,000

1,266,983

3,000

1,687,500 G
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$9,406,365

Steel
Company
$438,900 $243,047
754,618
308,347
285,298
358,392
49,375
225,044
264,770
73,431
1,037,266
564,549
71,306
50,813
656,105
21,604
8,096
17,512
26,594

Manu
After
facturing
Adjustment Company

$49,375 B

tions

Elimina

187,500

18,750

7,500,000

$1,250,000

185,000
100,000

K
60,000 K1
157,000

200,000 G
600,000 E

1,000,000

of

29,700
44,106

1,601,815
122,119
656,105

225,044
338,201

$681,947
1,062,965
643,690

C. B. S.

28,000
40,000

187,500

18,750

800,000 M
400,000 M

7,500,000

$1,250,000

$13,194,898

r

$1,500,000 C
$1,500,000
$1,000,000

$670,442 ________ $10,076,807 $4,345,882 $3,422,372 $4,650,163

Liabilities
Adjustment totals— forwarded ..
$670,442
Collateral trust notes......................$1,250,000
Capital stock:
Holding Company ........ 7,500,000
Manufacturing Company—
common..........................
Manufacturing Company—
preferred.........................
Steel Company ......................
Accrued interest payable — collat
eral notes...............................
18,750
Dividends payable:
Holding Company ........
187,500
Manufacturing Com pany. ..
Steel Company......................

Machinery and equipment..........
Notes receivable ...........................
New plant site uncompleted........
Office furniture and fixtures........
Prepaid insurance, interest, etc. . .

Land ....................... .......................

Holding Company
Adjustments
Dr.
Cr.

O btain an Adjusted B alance-sheet of the H olding C ompany, I ncluding I ts S hare
Subsidiary E arnings in Surplus— and C onsolidation
December 31, 1923

Before
Adjustment

to

Buildings........................................
Inventory— raw material.............
Inventory— finished and in process
Discount on bonds.......................
Jigs, dies and tools .......................

W orking P apers (Continued)
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...........

pany .......................................
Allowance for doubtful accounts .
Accrued interest, taxes, etc. :
Manufacturing Com pany. ..
Steel Company .............
Bonded debt:
Manufacturing Company ...
Steel Company.............
Notes payable ..................... .........
Reserve for accidents and insur
ance ........................................
Reserve for depreciation..............
Surplus:
Holding Company .......
Adjustments to take up
profits of subsidiaries in
excess of dividends since
acquisition:
Manufacturing Com 
pany .......
Steel Company..............
Reserve for holding com
pany ’s portion of un
realized inter-company
profits in inventories. ..
Adjusted surplus...
Manufacturing Company ...
Steel Company
Reserve for unrealized inter
company profit.....................

Accounts payable .........................
Accounts payable to Steel Com 

$9,406,365

150,11 5

300,000
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a

40,788 c

40,788

779,769

301,778

141,012

28,875

325,000

551,940

64,235

331,164 F

301,778 D

$13,194,898

40,788

220,776 M

779,769 s

28,875
205,247

785,000

250,000 A
1,000,000 1,000,000 B
260,000
100,000 H

15,714

17,974
18,735

8,5001

126,721 L

857,770

15,000 J

33,735

2,500

409,962

$711,230 $711,230 $10,076,807 $4,345,882$3,422,372 $4,650,163

40,788 c

301,7783

368,664 b

300,000

250,000

24,214

126,721
15,474

447,808
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LIABILITIES

Current liabilities:
Notes payable............................................................
Dividends payable.....................................................
Accrued interest.........................................................

$300,000
187,500
18,750
$506,250

Fixed liabilities:
Collateral trust notes, 6%, dated October I, 1923,
secured by pledge of $250,000 par value of bonds
of The Manufacturing Company, $1,000,000 par
value of bonds of The Steel Company, and
$200,000 par value of preferred stock of The
Manufacturing Company.................................
Reserve for inter-company profit in inventories................
Capital:
Capital stock:
Authorized.............................................................. $7,500,000
Less unissued.......................................................... 1,250,000

1,250,000
40,788

Outstanding............................................................ $6,250,000
Surplus...................................................................
779,769 7,029,769
$8,826,807
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AUDITING, by W. H. Bell, Prentice-Hall, Inc., New York.
The average practitioner will find in Mr. Bell’s volume Auditing a treatise
of much practical value. The treatment of his subject in the able manner in
which it is presented leaves no doubt as to his intimacy with actual working
conditions of the present-day accountant and immediately strikes home and
confirms ideas as to plan and procedure of audit or investigation which must
come to the mind of the experienced man when once upon the field of action.
In short, he portrays a living picture of conditions as they are and outlines
concisely, but comprehensively, what to do, when to do it and how to do it,
in a systematic and chronological order. He stresses the all-important re
quirement of a knowledge of relative worth and importance to the object of the
audit or investigation, of the various factors requiring the accountant’s atten
tion and consideration for the achievement of the results sought, with due
regard to time and expense in the accomplishment. The work is by no means
elemental—a thorough knowledge of accounting theory is assumed to be had
by the reader. The general free flowing style, conciseness and lucidity of
expression invite continuing interest in topics which as a rule are drily pre
sented.
The introductory chapter deals with a definition of auditing, purposes of
auditing, classes of audits and special examinations, and the qualifications and
legal responsibility of the professional auditor. This is followed by a chapter
on preliminary arrangements such as work to be done, requirements of the
report, fee, etc. The third chapter treats of the distinctive features of balancesheet audits, how to begin the audit, audit programme, working papers, order
of taking up work, verification of cash, negotiable instruments and securities,
general ledger trial balance, confirmations, minutes and division of work
between seniors and juniors. The volume continues with three chapters on
original records, tests thereof, footings, postings, the journal, sales record,
vouchers for petty cash, accounting methods of the latter and auditing pro
cedure. Cash receipts and disbursements are discussed comprehensively
and forms of fraud and their prevention are pointed out. The paragraph on
the auditor’s attitude in fraud cases is noteworthy, particularly for those who
are inclined to jump to conclusions and thereby are apt to find themselves in
an embarrassing position, and through probable publicity do harm to the
high reputation of the profession. Nine chapters deal with the balancesheet items and their verification, both assets and liabilities, and one chapter
discusses examination of operating accounts in balance-sheet audits and in
complete or detail audits. The concluding chapter treats of the composition,
preparation and presentation of the report. The chapters on operating ac
counts and reports are very general, in decided contrast to the comprehensive
discussion devoted to balance-sheet features. As a supplement, under part II,
there are nineteen audit cases and 173 questions, by John A. Powelson. This
feature should prove of interest to students and beginners, with a view to
developing self-confidence as the latter approach their initial assignments.
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The manner of presentation of these cases and questions, however, is that of the
professional questioner, and on this account they may lose some of their lustre.
Nevertheless there are those who revel in this style.
The solutions and answers to the cases and questions are to be published
separately.
F. G. Colley.

MANAGEMENT THROUGH ACCOUNTS, by James H. Bliss, Ronald
Press Co., New York. Cloth, 851 pp.

Much has been said in past years of the necessity of good accounting as a
guide for the executive and operator. Most of it has come from the public
accounting profession with now and then a plea from the higher executives for
less technique and more light. Slowly but surely the true function of ac
counting as both recording the past and pointing out the future path of business
has been developed, so that the old-time impatient tolerance by the manage
ment for the dead expense of the accounting department is giving way to
hearty appreciation and cooperation. It was bound to come. The account
ants were the first to see and urge the “vital connection between management
and accounts” (in the words of the author of the book under consideration)
but it has taken many years of study and experience for them to evolve methods
which would commend themselves to business executives. It cannot be denied
that many of us have only ourselves to blame for the fearful and wonderful
compilations of statistics which were veritable works of art but conveyed
practically no information of any value to the bewildered manager. In the
racy language of a well-known magazine writer we “says words but they don’
mean nuthin’!” Never will I forget the humiliation of that moment in an
early day of my experience as an auditor when a director, after perusing a
beautifully constructed balance-sheet, some eighteen by twenty-four inches,
handed it back to me with the quizzical remark, “That’s a fine looking docu
ment; now I wish you would tell me in plain English what it means!”
“What it means” is the key-note of Mr. Bliss’ book, Management Through
Accounts. To repeat his own words:
“Throughout the volume the underlying purpose is to show the vital
connection between management and accounts—to indicate how accounts
should be handled to produce reports and statistics of the utmost practi
cal value to managers, and how managers should analyze and interpret
these reports and statistics so as to discern the various trends of their
business and be in a position to apply whatever measures are called for by
the situation as thus revealed.” (pp. iii-iv)

It will be observed that the book is thus addressed to the accountant on the
one hand, and to the management, on the other, by one who may aptly be
styled the liaison officer between departments in a large corporation. As a
textbook for students I should give it a high place. When one considers that
from the tenth to the thirtieth chapter we have complete descriptions of all
asset and liability accounts, including net worth, and from the thirty-seventh
to the forty-seventh, an equally complete description and analysis of income
and expense accounts, one should not ask for a much better course in higher

474

Book Reviews
accounting. Add to these, what is usually not found in stereotyped textbooks,
nine chapters on the meaning and use of accounting statements and statistics
in managing a business, six chapters covering the principles of cost accounting,
including the difficult and perplexing subjects of by-products and joint
products, chapters on departmental, branch and inter-company accounts,
concluding with helpful hints on planning accounting classifications and
systems, and one has a remarkably complete and compact guide whether for
training students for a C. P. A. examination or for general business.
Mr. Bliss says in his preface that he is “aware that many of the viewpoints
expressed in this work are more liberal than is commonly found in academic
circles at present.” This is true, notably in the matters of inventory valua
tions and the inclusion of interest on capital employed as costs. But the
aftermath of the great war has greatly modified practical views of formerly
sacrosanct theories of inventory valuation, and there is no real opposition to
Mr. Bliss’ treatment of interest when considered purely as a matter of statis
tical information in pre-determining costs. The great majority of our account
ing teachers are fortunately also practitioners, or at least ex-practitioners, and
I am quite confident they are not hide-bound, and will heartily welcome Mr.
Bliss’ book to the classroom. To be sure, there are some fundamental prin
ciples as unalterable as the laws of the Medes and Persians (none of which, I
hasten to add, is questioned in the slightest degree by Mr. Bliss), but I venture
to say there is no profession on earth to-day so free from “the dead command”
as accountancy.
One is struck with the persistent note of protection of the working capital.
This is well. We all know in how very large a percentage of business failures
the cause is ascribed to insufficient working capital. Probably all business
concerns have at some time suffered more or less embarrassment for lack of
working funds. Few accounting writers, however, have taken the trouble
to point out the hidden leaks which drain away working capital almost im
perceptibly until the damage is irreparable. It is hard enough to induce the
average business man to allow proper and sufficient reserves to be set up on
his books by the usual arguments—that it is correct accounting, that it shows
the true surplus, etc.—but Mr. Bliss furnishes an argument appealing directly
to the pocket-nerve when he shows how effectively such reserves protect the
working capital from depletion.
The author has carried out his underlying purpose admirably. To the
accountant-reader there may seem to be undue repetition at times, but if a
fault at all it is on the right side since it hammers home vital principles and
facts—and it must be remembered the book is not for the trained accountant
only. There is some inconsistency in placing federal income taxes in the non
operating section of the income statement while treating state income taxes
as operating expenses. The author would make the distinction that a state
income tax is in lieu of a property tax while the federal tax is the government’s
share of the net income. But we have high judicial authority for the doctrine
that a tax on income is a tax on property. Neither tax can be calculated until
after the net profits have been ascertained, so why not treat them alike?
The make-up, paper, printing and the binding are of high standard. I
wish I could say as much for the proof-reading.
W. H. Lawton.
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Money Immediately refunded if not satisfactory in every
respect. Send for Catalog “SS.”

Century Leather Crafts Company
New York City

366 Broadway
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THE ACCOUNTANTS’ INDEX
The Key to Accounting Literature—
Probably the Greatest Accomplish
ment of its kind ever attempted

Volume 1—All references to and including
1920. Size 6" x 9". Pages 1578
Published 1920

Supplement—All references from 1920 to
July, 1923. Size 6" x 9". Pages 599
Published 1923

HESE two volumes, prepared by the Librarian of the American
Institute of Accountants, and published under the American
Institute of Accountants Foundation, clearly and simply point to
the sources from which information on any accounting or related
subject may be obtained.

T

Libraries, accountants, lawyers and business men will find
nothing more indispensable than this stupendous work. The
literature of accounting made available in a moment of time!

Bound in substantial red buckram, the two volumes will be sent
prepaid for $15.00. Don't delay—order this invaluable work now.

The

American Institute of Accountants
135 Cedar Street, New York
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THE 1924 YEAR
BOOK
of the

American Institute
of Accountants
Contains

Report of Proceedings at Annual
Meeting, September, 1924.

List of

Members and Associates.

Reports

of Officers and Committees.

Consti

tution and By-Laws and Rules of

Professional Conduct.

Personnel of

all State Boards of Accountancy.

This volume, substantially bound,
will be on sale about January 1st,
at $1.65, delivered in the United
States and Canada.

Use an HB Dixon’s
Eldorado for making
out the preliminary in
come tax report. The
figures will be clear and
distinct, yet easily
erased when necessary.
You'll save time, too.

DIXON'S

ELdoradO
the master pencil
SEND FOR
FREE SAMPLES

American Institute
of Accountants

Write for full-length free samples of
DIXON’S ELDORADO and fulllength free samples of Dixon’s “BEST”
COLORED PENCILS. Both are
supreme in their field.

135 Cedar Street

JOSEPH DIXON CRUCIBLE COMPANY
Pencil Dept. 117-J, Jersey City, N. J.

New York

Canadian Distributors:
A. R. MacDougall & Co., Ltd., Toronto
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BULLETIN of the
AMERICAN INSTITUTE OF ACCOUNTANTS
The Bulletin is supplemental to The Journal of Account
ancy, and appears on the 15th of the month. Readers of
The Journal of Accountancy should avail themselves
of the opportunity to obtain the more informal record of
accounting news which The Bulletin presents.
15 cents a copy

$1.00 per annum

SUBSCRIPTIONS SHOULD BE ADDRESSED TO

THE JOURNAL OF ACCOUNTANCY (Incorporated) 135 Cedar St., NEW YORK

BOUND VOLUMES

of
The Journal of Accountancy
Volume XXXVII

July, 1924—December, 1924
Orders should be placed at once

Price $4.00
The journal of Accountancy,

incorporated

135 Cedar Street, New York
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XV

Forward!
- Into Prosperity!
The country is getting its pace. America’s stride is
growing fast; and in the growth a newer, greater pros
perity than we have known, beckons us onward, ever
onward!
Are you ready? Is your mental equipment equal to
the strain of stirring business problems?
If a glorious past is at all indicative of the future,
those men will be leaders, who are masters of account
ancy, the profession of business. And of the leaders of
today, many are Vannais-trained.
Get ready for prosperity. Send the coupon below —
just to get the facts, without obligation.

If you will tear out
and send us the cou
pon below, you will
get an unusual book
on Vannais Train
ing and other valu
able information.

VANNAIS TRAINING IS AVAILABLE FOR EITHER
CORRESPONDENCE OR SCHOOL INSTRUCTION.
PLEASE STATE YOUR PREFERENCE BELOW.

The Vannais Accounting Institute, Inc.
30 Asylum Street, Hartford, Connecticut
NEW YORK

CHICAGO

MINNEAPOLIS

SAN FRANCISCO

VANNAIS
TRAINING

Vannais Accounting Institute
30 Asylum Street, Hartford, Conn.
Please send me full information on Vannais Training. It is understood that
this request does not obligate me in any way.
Name_______________________________________ ______________
Address------------------------------------------------------------------------------ -------------
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Classified Advertisements

Copy for classified advertising must be in hand at the office of The Journal of Accountancy previous to the twentieth day of the month
preceding month of publication. Rates for “Help Wanted” and “Miscellaneous" are $9 per inch or fraction for one insertion; $7 per inch
or fraction each additional insertion. “Situations Wanted," 55 up to 65 words each Insertion.

HELP WANTED

SITUATIONS WANTED

Help Wanted

Michigan Certified Public
Accountant

Salaried positions $2,500 to $25,000 upward; executive, tech
nical, administrative, engineering, manufacturing, professional,
managing, financial, etc., all lines. If qualified, and receptive
to tentative offers, you are invited to communicate in strict
confidence with the undersigned, who will conduct preliminary
negotiations. A method is provided through which you may
receive overtures in confidence, without jeopardizing present
connections, and in a manner conforming strictly to profes
sional ethics. Established 1910. Send name and address only
for preliminary particulars. No obligation. R. W. Bixby, Inc.,
513 Lockwood Building, Buffalo, N. Y.

Large Firm
Member of Institute, desires to add two or three capable senior
accountants to its permanent staff. Give particulars of educa
tion, experience, and salary expected. Box 611, care of The
Journal of Accountancy.

Long experience, desires position in Detroit, preferably with es
tablished certified organization offering partnership prospects.
Box 6r8, care of The Journal of Accountancy.

MISCELLANEOUS

Accountants
For executive positions are in demand. Write us for the proper
method to locate these vacancies. Not an employment agency.
Excellent reference. An authority on the opportunities of the
South. The Murray E. Hill Co., 301 Chamber of Commerce,
Nashville, Tenn.

SITUATIONS WANTED

New York Representation

Certified Public Accountant
(New York) wide experience as supervisor and branch manager.
In charge of engagements for some very large New York corpor
ations. Well-rounded experience in all phases of accounting; re
organizations, taxes, cost and system work. Age 31, Protestant,
University trained. Available for engagement with accounting
or industrial concern. Would be willing to enter partnership
with accountant having a clientele. Box 616, care of The Jour
nal of Accountancy.

Certified Public Accountant
(Recognized State) desires connection with accountants in
Washington particularly as manager of branch office. Capable
accountant, exceptional tax and executive experience, excel
lently equipped to prepare and present cases before the Treas
ury and other departments. A connection with possibilities
sought with firm desiring able tax representation and to increase
their accounting practice in Washington. Christian, thirty-two.
Box 610, care of The Journal of Accountancy.

Accountant
Ten years’ experience, thorough education, desires position with
more progressive concern or with public accountants. Present
salary, $2,600.00. Box 614, care of The Journal of Accountancy.

Certified Public Accountant
New York State certificate issued in 1919, Christian, age 37, and
married, will supply full details of over fifteen years’ accounting
experience in responsible commercial positions and as senior,
supervising senior, and principal in public practice. Have a
clean record, enhanced by few changes. Available immediately
for position in public practice or commercial field. Box 613,
care of The Journal of Accountancy.

Certified Public Accountant (New York) would like to communi
cate with out-of-town accounting firm relative to handling under
their name, any present New York engagements, interviewing
clients, and acting generally as their New York City representa
tive. Should developments warrant, could probably devote full
time later as branch manager. Highest credentials. Basis of
compensation to be arranged. Box 615, care of The Journal of
Accountancy.

Certified Public Accountants
Members of the Institute
desire to purchase accounting practice of reputable accountants
in Chicago or vicinity. Box 612, care of The Journal of Ac
countancy.

Certified Public Accountant
Registered under the laws of three states desires to arrange for
purchase of practice in New England. Box 608, care of The
Journal of Accountancy.

Firm of
Certified Public Accountants
With head office in New York and branch offices and agencies
in other cities desires to consider amalgamation of their practice
in Philadelphia with a local practitioner who could see the mutual
advantage and profit of becoming part of a larger organization.
Box 609, care of The Journal of Accountancy.
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